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To our sharecholders:

Two major initiatives defined your Company in 2005. First, we continued on the execution of our “grow to
profitability” strategy. The objective of this strategy is to create value for our shareholders by building and
expanding solid client relationships throughout our market. Second, we made the decision to take advantage of a
unique opportunity to enter the trust business. It could be said that expanding our operations to include trust services
before we have achieved profitability in our banking operations creates a distraction for management. We discussed
this potential strategic conflict at length before we made the decision to pursue our trust powers. While we
acknowledge our approach to be a bit unusual, if not unique, we do believe this opportunity is too good to miss and
in the end will significantly enhance shareholder value.

We view our entry into trust services as a natural extension of our commitment to “grow to profitability”. We
said from the beginning that we were going to focus on servicing dental professionals. Wealth management is an
important component of our initiative to expand within this very important market segment. Now we are able to
offer a complete banking experience to our professional clients. We believe this will allow us to compete more
favorably with other local banks.

Rest assured that we remain devoted to building a bank that will return strong, consistent financial performance
and build value for our shareholders. ‘

Strategic Vision

Our banking team continues to pursue our vision of building a nationwide bank for professionals and small
businesses. As it is currently defined, our primary small business market is the expanded Dallas-Fort Worth
Metroplex. Our objective is to establish ourselves as a strong regional small business bank and then grow by
attracting the best bankers in any new market expansion area. However, on the professional business side, we
already have an expanded presence. While we do not yet qualify as ‘national’, we do have professional business
clients in several other states. Our objective is to grow to become a nationwide provider of banking services to
professionals, with our short term focus being dental practitioners. We want to be the full-service bank for this target
group. With our new product offerings and our hiring initiatives we have and will continue to pursue this dual
initiative approach. Our financial results are evidence that, in this pursuit, we are making progress, but we still have
some work to do.

Financial Results

In 2005, First Metroplex Capital (T Bank) lost $1,581,000 or $0.94 per share. While this financial performance
1s not what we had projected and we remain determined to move your bank to profitability, the increased losses are
understandable. We had forecast a loss of $1,220,000 in 2005. The entire difference is explained by our relative lack
of success in attracting depository accounts, and some early, opportunistic hiring that added some significant talent
to our staff,

Having said that, your Bank did experience very impressive growth in 2005. The year end to year end results
are reflected in the financial summary below:

YE 2004 YE 2005 Annual Growth
Total Assets ‘ $ 20.7million $ 48.0 million 132%
Total Deposits $ 62million § 35.0million 465%
Total Loans $ 6. 7million $ 26.3 million 293%

As we noted in last year’s letter, profitability in banking is a function of size and we have not yet achieved
sufficient size to be profitable, given our staffing level. We will continue our efforts to “grow to profitability” and
expect to turn the comer toward the middle of 2006. We remain very optimistic about the future.

Intelligent Growth

Generating consistent, sustainable growth in banking services requires adherence to two separate disciplines.
First, we must achieve excellence in sales and service. Second, we must develop the art and science of risk and
reward management. ‘



We are pleased to report that your Bank s attracting the right people to sell and service our clients. We are also
leading the industry in adopting and developing the tools and products that will enable us to attract clients and grow.
During 2005 we added three experienced Lending Officers to our staff. Keith Vegors, a career banker who has
worked in the northeast Tarrant County market for the past 13 years, brings a wealth of knowledge and a loyal
following of clients. With his help we have already made progress in the growing Southlake area where we plan to
open a branch as soon as we become profitable. Chris Jamison joined us to expand our reach in the southern Collin
County market. He brings a great work ethic and a loyal following. In addition, Audrey Wendell, who previously was
our main competition for loans to dental professionals, joined us at the end of 2005. While we are yet to fully benefit
from her presence, we know what she can do. We couldn’t beat her before. Her knowledge and seven years of
relationship building in our core market will help us to become the leader in this important market segment. To
encourage our sales staff, we have instituted an innovative incentive compensation program that rewards our lending
officers for bottom line after tax returns to our shareholders. We believe these new lenders along with our current staff
have the experience and drive to grow us to profitability. More importantly, you can feel comfortable in referring your
friends and business associates to any one of our lenders and know that they will be well taken care of.

We are also excited about entering the trust business. On February 8, 2006 we were granted trust power
approval from our primary regulator. Since that time we have been very active in getting this new offering off the
ground. We are pleased to have added Charles Holmes as the Bank’s Chief Trust Officer. Charles has over 30 years
of trust management experience. He will be assisted by Greg Smith, Vice President and Trust Officer. We have
entered into an advisory services agreement with I11:] Financial Management Research, L.P., an entity formed by
Darrell Cain, an organizer and former director of your Bank. T Bank will initially provide trust services to clients of
Cain Watters. Cain Watters is a registered investment advisor and a public accounting firm that specializes in dental
practice management, including financial planning. Cain Watters currently has over 1,100 clients in 49 states. Cain
Watters’ certified financial planners serve as registered investment advisors for their clients. Clients of Cain Watters
have approximately $2 billion in personal and corporate taxable and tax deferred investments. This provides us with
a formidable initial market for our new wealth management services, and we will continue to expand our market
beyond this group.

In keeping with our strategy to be the full service bank for our professional clients, we are most excited about
our innovative remote deposit capture product. Using this newest technology, clients can deposit funds into your
bank without leaving their offices. They simply run their checks through a small scanner which creates an image that
is transmitted electronically to the Bank for deposit. This eliminates the need for the client to dispatch a courier to
the Bank to deposit the funds. Besides convenience, this also allows for later deposits, faster funds availability and
lower cost. This new product expands our reach for depository accounts and truly allows us to offer services
nationally without the need to open remote branches. Remote deposit capture resulted from the Checking for the
21st Century Law (commonly referred to as Check 21). T Bank is one of the first banks in Dallas to offer this
product and it has been enthusiastically received by our clients. If your business would benefit from the increased
convenience of electronic deposit of checks received then call one of our Client Relationship Managers at 972-720-
9000.

While we are committed to “growing to profitability” as quickly as we can, we want to insure our growth is
sustainable by taking manageable risks, and by making sure we are adequately compensated for the risks we take.
We are continuing to build a risk and reward management structure and culiture of shared responsibility, in which
everyone is accountable for managing risks to help T Bank grow.

The key point is that we are growing your Bank by managing the risk / reward profile and not by avoiding risk.
We are and will continue to take calculated risks in pursuit of growth objective. Creating a culture that encourages
everyone to understand, anticipate and manage the full range of potential risks and rewards is fundamental to our
growth strategy.

Business Challenge

Your Bank is in business to provide the financial capital that creates economic opportunity for small businesses
and professional practitioners. Our objective is to work with our clients as teammates to the mutual benefit of both.
And, of course, all our efforts are targeted at generating sustainable growth and solid financial returns for our
shareholders. In order for us to provide the capital that will fuel both our success and the success of aur customers
we must attract deposits.




Management’s most pressing concern is our lack of success in convincing our shareholders to bank with us. A
key element of the startup business plan that we shared with you was that we expected a good portion of our
shareholders to bank with us. If they did we would have the critical mass we needed to become profitable very
quickly. Currently of the original 620 shareholders fewer than 250 have established depository accounts with us. We
will ultimately become profitable. We will do it more quickly with your help.

Changes in Leadership

We have had a departure from our Board. Darrell Cain, T Bank organizer and Principal with Cain Watters has
resigned from the Board of Directors to avoid any potential conflict of interest with his new venture, III:I Financial
Management Research, LP. Darrell has been a strong voice on our Board since the beginning. His leadership will be
missed, but he we will enjoy working with him through our trust services.

In closing, we thank all our directors for their guidance during what has been a year of great progress and
success. As we continue our work to “grow to profitability” we are devoted to providing the best for our customers,
our shareholders and our community. We look forward to all we will accomplish together.

As always, we welcome your thoughts and suggestions.

Sincerely,

ADBR6ea,  Thntik Appes

Danny R. Basso, Chairman of the Board Patrick Adams, President & CEO
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PART 1

FORWARD-LOOKING STATEMENTS

This annual report on Form 10-KSB contains forward-looking statements within the meaning of the Private
Securities Litigation Reform Act of 1993 that involve risks and uncertainties, as well as assumptions that, if they
never materialize or prove incorrect, could cause the results of First Metroplex Capital to differ materially from
those expressed or implied by such forward-looking statements. All statements other than statements of historical
fact are statements that could be deemed forward-looking statements, including any projections of financing needs,
revenue, expenses, earnings or losses from operations, or other financial items; any statements of the plans,
Strategies and objectives of management for future operations; any statements of expectation or belief; and any
statements of assumptions underlying any of the foregoing. In addition, forward looking statements may contain the
words “believe,” “anticipate,” “expect,” “estimate,” “intend,” “plan,” “project,” “will be,” will continue,” “will
result,” “seek,” “could,” “may,” “might,” or any variations of such words or other words with similar meanings.
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The risks, uncertainties and assumptions referred to above include risks that are described in “Business — Risk
Factors” and elsewhere in this annual report and that are otherwise described from time to time in our Securities
and Exchange Commission reports filed after this report.

The forward-looking statements included in this annual report represent our estimates as of the date of this
annual report. We specifically disclaim any obligation to update these forward-iooking statements in the future.
These forward-looking statements should not be relied upon as representing our estimates or views as of any date
subsequent to the date of this annual report.

Item 1. Description of Business.

General

LEINTS LLIY

First Metroplex Capital, Inc. (the “Company,” “we,” “us,” or “our,” hereafter) was incorporated under the laws
of the State of Texas on December 23, 2002 to serve as the bank holding company for T Bank, N.A., a national bank
(the “Bank™), which opened on November 2, 2004, The Bank operates through a main office located at 16000 Dallas
Parkway, Dallas, Texas, and another full-service banking office at 8100 North Dallas Parkway, Plano, Texas.

The Bank 1s a full service commercial bank serving North Dallas, Addison, Plano, Frisco and the neighboring
communities. The Bank offers a broad range of commercial and consumer banking services to small- to medium-
sized businesses, independent single-family residential and commercial contractors and consumers. Lending services
include consumer loans and commercial loans to small- to medium-sized businesses and professional concerns. The
Bank offers a broad array of deposit services including demand deposits, regular savings accounts, money market
accounts, certificates of deposit and individual retirement accounts. For the convenience of its customers, the Bank
also offers credit and debit cards, automatic transfers, travelers’ checks, domestic and foreign wire transfers,
cashier’s checks and personalized checks. These services are provided through a variety of delivery systems
including automated teller machines, private banking, telephone banking and Internet banking.

As of December 31, 2003, the Bank had approximately $48 million in assets, $26 million in total loans and $35
million in deposits.

Recent Developments

In February 2006, the Bank received approval from the Office of the Comptroller of the Currency (the “OCC”)
to establish trust powers. The Bank intends to offer traditional fiduciary services, such as serving as executor,
trustee, agent, administrator or custodian for individuals, nonprofit organizations, employee benefit plans and
corporations.

The Bank initially proposes to provide fiduciary services primarily to clients of Cain Watters & Associates, P.C.
(“Cain Watters™). Cain Watters is a registered investment advisor and a public accounting firm that specializes in
dental practice management, including financial planning. Cain Watters currently has over 1,100 clients in 49 states.
Cain Watters and its certified financial planner-employees serve as registered investment advisors for their clients.
Chients of Cain Watters currently have approximately.$2 billion in personal and corporate taxable and tax deferred




investments. Subject to regulatory approval, the Bank has entered into an advisory services agreement with Cain
Watters and II1:I Financial Management Research, L.P. related to the Bank’s proposed trust operations.

Philosophy and Strategy

The Bank operates as a full-service community bank, offering sophisticated financial products while
emphasizing prompt, personalized customer service. We believe that this philosophy, encompassing the service
aspects of community banking, will distinguish the Bank from its competitors.

To carry out its philosophy, the Bank’s business strategy involves the following:

«  Capitalizing on the diverse community involvement, professional expertise and personal and business
contacts of its directors and executive officers;

e Hiring and retaining experienced and qualified banking personnel;
e  Providing individualized attention with consistent, local decision-making authority;

o Utilizing technology and strategic outsourcing to provide a broad array of convenient products and
services;

¢  Operating from highly visible and accessible banking offices in close proximity to a concentration of
targeted commercial businesses and professionals;

e  Attracting its initial customer base by offering competitive interest rates on its deposit accounts;

« Encouraging the initial shareholders of the Company to become customers by offering additional
incentives; and

« Implementing a strong marketing program.

Primary Service Area

Our primary service areas are the Addison/North Dallas and Plano/Frisco banking markets. We serve these
markets from two locations. Our main office is located at 16000 Dallas Parkway, Dallas, Texas, and we also have a
full service branch office at 8100 North Dallas Parkway, Plano, Texas. The branch office enables us to more
effectively serve the Plano/Frisco sector of our primary banking market. Qur primary service area represents a
diverse market with a growing population and economy. According to data obtained from the United States Census
and ESRI Business Information Systems, between 2000 and 2003, the population of the North Dallas/Addison area
grew almost 8.5%, and the population of the Frisco/Plano area grew more than 20%. This population growth has
attracted many businesses to the area and led to growth in the local service economy, and, while they cannot be
certain, we expect this trend to continue.

Competition

The market for financial services is rapidly changing and intensely competitive and is likely to become more
competitive as the number and types of market entrants increases. The Bank competes in both lending and attracting
funds with other commercial banks, savings and loan associations, credit unions, consumer finance companies,
pension trusts, mutual funds, insurance companies, mortgage bankers and brokers, brokerage and investment
banking firms, asset-based nonbank lenders, government agencies and certain other non-financial institutions,
including retail stores, that may offer more favorable financing alternatives than the Bank.

Most of the deposits held in financial institutions in our primary banking market are attributable to branch
offices of out-of-state banks. We believe that banks headquartered outside of our primary service area often lack the
consistency of local leadership necessary to provide efficient service to individuals and small- to medium-sized
business customers. Through our local ownership and management, we believe we are uniquely situated to
efficiently provide these customers with loan, deposit and other financial products tailored to fit their specific needs.
We believe that the Bank can compete effectively with larger and more established banks through an active business
development plan and by offering local access, competitive products and services and more responsive customer
service.
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Business Strategy

Management Philosophy

The Bank is a full service commercial bank dedicated to providing superior customer service to the individuals
and businesses in our community. The Bank offers a sophisticated array of financial products while emphasizing
prompt, personalized customer service. We believe that this philosophy, encompassing the service aspects of
community banking, distinguishes the Bank from its competitors. The Bank has endeavored to hire the most
qualified and experienced people in the market who share the Bank’s commitment to customer service. We believe
that it is an opportunity for a locally owned and locally managed community bank to acquire a significant market
share by offering an alternative to the less personal service offered by many larger banks. Accordingly, we seek to
implement the following operating and growth strategies.

Operating Strategy

In order to achieve the level of prompt, responsive service that we believe is necessary to attract customers and
to develop the Bank’s image as a local bank with a community focus, we have employed the following operating
strategies:

o Experienced senior management. The Bank’s senior management possesses extensive experience in the
banking industry, as well as substantial business and banking contacts in the Addison/North Dallas and
Plano/Frisco banking market. For example, our president and chief executive officer, Patrick Adams, has
over 20 years of banking experience and over 15 years of community banking experience in that area.
Combined, the Bank’s management team has more than 65 years of banking experience.

»  Quality employees. We strive to hire highly trained and seasoned staff. We train our staff to answer
questions about all of our products and services so that the first employee the customer encounters can
resolve any questions the customer may have. :

o Community-oriented board of directors. All of the Bank’s directors are either experienced bankers or local
business and community leaders. Many of our directors are lifelong residents of our primary service area,
and most have significant business ties to our primary service area, enabling them to be sensitive and
responsive to the needs of the community. Additionally, the board of directors represents a wide variety of
business experience and community involvement.

s Highly visible site. The Bank’s main office is highly visible and located in close proximity to major traffic
arteries. The main office is located at 16000 Dallas Parkway in an area that provides easy access to
potential bank customers traveling in the Addison/North Dallas arca. The Bank also operates another full-
service banking office at 8100 North Dallas Parkway, located at the intersection of North Dallas Parkway
and U.S. Highway 121, to serve the expanding Plano/Frisco area. We believe that these sites give the Bank
a highly visible presence in a market that is dominated by branch offices of banks headquartered out of the
area. We believe this enhances the Bank’s image as a strong competitor,

e Distinct name. We have received federal and state approval for service marks for the Bank’s name, “T
Bank”. We belicve that this distinctive name contributes to the Bank’s ability to stand out from the pack
and is memorable to our customer base.

s Individual customer focus. The Bank focuses on providing individual service and attention to its target
customers, which includes individuals and small- to medium-sized businesses. As the employees, officers
and directors become familiar with the Bank’s customers on an individual basis, we are able to respond to
credit requests more quickly and be more flexible in approving complex loans based on collateral quality
and personal knowledge of the customer.

o Officer and director call program. We have implemented an active officer and director call program to
promote the Bank’s philosophy. The purpose of this call program is to visit prospective customers and to
describe the Bank’s products, services and philosophy.

o Marketing and advertising. We will implement a targeted marketing approach through local newspaper
advertising, radio and direct-mail campaigns to develop the Bank’s image as a locally owned and operated
bank with an emphasis on quality service and personal relationships.




Growth Strategies
To expand our operations, we have implemented the following growth strategies:

o Capitalize on our community orientation. We have promoted, and will continue to promote, the Bank’s
position as an independent, locally owned community bank to attract individuals and small- to medium-
sized business customers that may be underserved by larger banking institutions in our market area.

o Emphasize local decision-making. We emphasize local decision making by experienced bankers. This helps
the Bank attract local businesses and service-minded customers.

e Awract experienced lending officers. We have hired, and will continue to hire, experienced, well-trained
lending officers capable of soliciting loan business immediately. By hiring experienced lending officers, the
Bank will be able to grow much more rapidly than it would if it hired inexperienced lending officers.

o Offer fee-generating products and services. The Bank’s range of services, pricing strategies, interest rates
paid and charged and hours of operation are structured to attract the Bank’s target customers and increase
its market share. The Bank strives to offer the small business person, professional, entrepreneur and
consumer the best loan services available while charging competitively for these services and utilizing
technology and strategic outsourcing to increase fee revenues.

Lending Services

Lending Policy

We offer a full range of lending products, including commercial loans to small- to medium-sized businesses and
professional concerns and consumer loans to individuals. We compete for these loans with competitors who are well
established in our primary market area and have greater resources and lending limits, As a result, we currently have
to offer more flexible pricing and terms to attract borrowers.

The Bank’s loan approval policies provide for various levels of officer lending authority. When the amount of
total loans to a single borrower exceeds that individual officer’s lending authority, an officer with a higher lending
limit or the Bank’s loan committee determines whether to approve the loan request. The Bank does not make any
loans to any of its directors or executive officers unless its board of directors, excluding the interested party, first
approves the loan, and the terms of the loan are no more favorable than would be available to any comparable
borrower.

Lending Limits

The Bank’s lending activities are subject to a variety of lending limits. Differing limits apply based on the type
of loan or the nature of the borrower, including the borrower’s relationship to the Bank. In general, however, the
Bank is able to loan any one borrower a maximum amount equal to either:

e 15% of the Bank’s capital and surplus and allowance for loan losses; or

o 25% of its capital and surplus and allowance for loan losses if the amount that exceeds 15% 1s secured by
readily marketable collateral, as determined by reliable and continuously available price quotations.

These legal limits will increase or decrease as the Bank’s capital increases or decreases as a result of its
earnings or losses, among other reasons.

Credit Risks

The principal economic risk associated with each category of loans that the Bank makes is the creditworthiness
of the borrower, Borrower creditworthiness is affected by general economic conditions and the strength of the
relevant business market segment. General economic factors affecting a borrowse: + ¢iility to repay include interest,
inflation and employment rates, as well as other factors affecting a borrower’s cux. .. iers, suppliers and employees.
The well established financial institutions in our primary service area currently make proportionately more loans to
medium- to large-sized businesses than the Bank makes. Many of the Bank’s anticipated commercial loans will




likely be made to small- to medium-sized businesses that may be less able to withstand competitive, economic and
financial pressures than larger borrowers.

Real Estate Loans

The Bank makes commercial real estate loans, construction and development loans, small business loans and
residential real estate loans. These loans include commercial loans where the Bank takes a security interest in real
estate out of an abundance of caution and not as the principal collateral for the loan.

»  Construction and development loans. We make construction and development loans on a pre-sold and
speculative basis. If the borrower has entered into an agreement to sell the property prior to beginning
construction, then the loan is considered to be on a pre-sold basis. If the borrower has not entered into an
agreement to sell the property prior to beginning construction, then the loan is considered to be on a
speculative basis. Construction and development loans are generally made with a term of six to 12 months
and interest is paid quarterly. The ratio of the loan principal to the value of the collateral as established by
independent appraisal typically will not exceed industry standards. Speculative loans are based on the
borrower’s financial strength and cash flow position. Loan proceeds will be disbursed based on the
percentage of completion and only after the project has been inspected by an experienced construction
lender or third-party inspector. Risks associated with construction loans include fluctuations in the value of
real estate and new job creation trends.

e Commercial real estate. Commercial real estate loan terms generally are limited to three years or less,
although payments may be structured on a longer amortization basis. Interest rates may be fixed or
adjustable, although rates typically are not fixed for a period exceeding 36 months. The Bank generally
charges an origination fee for its services. The Bank generally requires personal guarantees from the
principal owners of the property supported by a review by the Bank’s management of the principal owners’
personal financial statements. Risks associated with commercial real estate loans include fluctuations in the
value of real estate, new job creation trends, tenant vacancy rates and the quality of the borrower’s
management. The Bank limits its risk by analyzing borrowers’ cash flow and collateral value on an ongoing
basis. In addition, at least two of our directors are experienced in the acquisition, development and
management of commercial real estate and use their experience to assist in the evaluation of potential
commercial real estate loans. In addition to the Bank’s direct commercial real estate lending activities, the
Bank may enter into strategic alliances with other non-bank lenders, to provide fixed rate long-term
commercial real estate loans to its customer base.

e Residential real estate. The Bank’s residential real estate loans consist of residential second mortgage
loans, residential construction loans and traditional mortgage lending for one-to-four family residences.
Any long-term fixed rate mortgages are underwritten for resale to the secondary market. The Bank offers
primarily adjustable rate mortgages. The majority of fixed rate loans are sold in the secondary mortgage
market. All loans are made in accordance with the Bank’s appraisal policy with the ratio of the loan
principal to the value of collateral as established by independent appraisal not exceeding 80%, unless the
borrower has private mortgage insurance. We believe these loan-to-value ratios are sufficient to
compensate for fluctuations in real estate market value and to minimize losses that could result from a
downturn in the residential real estate market.

Commercial Loans

Loans for commercial purposes in various lines of businesses are one of the components of the Bank’s loan
portfolio. The targets in the commercial loan markets are retail establishments and small-to medium-sized
businesses. The terms of these loans vary by purpose and by type of underlying collateral, if any. The commercial
loans primarily are underwritten on the basis of the borrower’s ability to service the loan from income. The Bank
will typically make equipment loans for a term of five years or less at fixed or variable rates, with the loan fully
amortized over the term. Loans to support working capital will typically have terms not exceeding one year and will
usually be secured by accounts receivable, inventory or personal guarantees of the principals of the business. For
loans secured by accounts receivable or inventory, principal will typically be repaid as the assets securing the loan
are converted into cash, and for loans secured with other types of collateral, principal will typically be due at
maturity. The quality of the commercial borrower’s management and its ability both to properly evaluate changes in




the supply and demand characteristics affecting its markets for products and services and to effectively respond to
such changes are significant factors in a commercial borrower’s creditworthiness.

Consumer Loans

The Bank makes a variety of loans to individuals for personal, family and household purposes, including
secured and unsecured installment and term loans, second mortgages, home equity loans and home equity lines of
credit. The amortization of second mortgages generally does not exceed 15 years and the rates generally are not be
fixed for over 12 months. Repayment of consumer loans depends upon the borrower’s financial stability and is more
likely to be adversely affected by divorce, job loss, illness and personal hardships than repayment of other loans.
Because many consumer loans are secured by depreciable assets such as boats, cars and trailers, the loan should be
amortized over the useful life of the asset. The loan officer will review the borrower’s past credit history, past
income level, debt history and, when applicable, cash flow and determine the impact of all these factors on the
ability of the borrower to make future payments as agreed. The principal competitors for consumer loans are the
established banks and finance companies in our market.

Specialized Loan Products

The Bank may form strategic alliances with quality providers to offer specialized loan products to its customer
base. The Bank will make such determinations as management determines there is a need for such products. These
products may include products such as long-term fixed rate financing to commercial real estate borrowers, a product
that the Bank does currently offer for its own loan portfolio. As of the date of this Annual Report on Form 10-KSB,
the Bank has not entered into any such strategic alliances.

Composition Portfolio

The following table sets forth management’s estimate of the average percentage composition of the Bank’s loan
portfolio over its first three years of business, and the actual average composition during the 2005 fiscal year:

Estimated
Average
Percentage Actual Average
During Years 1-3 During 2005
Commercial real estate 20% 20%
Construction — commercial 15% 15%
Construction — residential 18-19% 22%
Commercial 35-39% 40%
Consumer 8-11% 3%
Total 100% 100%

Investments

In addition to loans, the Bank makes other investments primarily in obligations of the United States or
obligations guaranteed as to principal and interest by the United States and other taxable securities. No investment in
any of those instruments exceeds any applicable limitation imposed by law or regulation. The Bank’s
Investment/Asset-liability Committee reviews the investment portfolio on an ongoing basis in order to ensure that
the investments conform to the Bank’s policy as set by the Board of Directors.

Asset and Liability Management

The Bank’s Investment/Asset-liability Committee oversees the Bank’s assets and liabilities and strives to
provide a stable, optimized net interest margin, adequate liquidity and a profitable after-tax return on assets and
return on equity. The Committee conducts these management functions within the framework of written loan and
investment policies adopted by the Bank. The Committee attempts to maintain a balanced position between rate
sensitive assets and rate sensitive liabilities. Specifically, it charts assets and liabilities on a matrix by maturity,
effective duration and interest adjustment period and attempts to manage any gaps in maturity ranges.




Deposit Services

The Bank seeks to establish a broad base of core deposits, including savings accounts, checking accounts,
money market accounts, NOW accounts, a variety of certificates of deposit and individual retirement accounts. The
Bank has made efforts to leverage its initial shareholder base, which is comprised primarily of residents of its
primary service area, into a source of core deposits. In addition, the Bank has employed an aggressive marketing
plan in its primary service area and features a broad product line and competitive rates and services. The primary
sources of deposits are residents of, and businesses and their employees located in, the Bank’s primary service area.
The Bank obtains these deposits through personal solicitation by its officers and directors, direct mail solicitations
and advertisements published in the local media.

Other Banking Services

Other banking services currently offered or anticipated include cashier’s checks, travelers’ checks, direct
deposit of payroll and Social Security checks, bank-by-mail, automated teller machine cards and debit cards. The
Bank offers its customers free usage of any automated teller machine in the world. We also plan to offer credit card
and merchant card services through a correspondent bank as an agent for the Bank. We also may offer expanded
financial services, such as insurance, financial planning, investment in the future. As discussed above, the Bank is in
the process of secking approval from the Office of the Comptroller of the Currency to provide trust services.

Employees

The success of the Bank will depend, in part, on its ability to attract, retain and motivate highly qualified
management and other personnel, for whom competition is intense. The Bank currently has 20 full-time equivalent
employees. Because our only business is to own and operate the Bank, the Company does not currently have any
employees, and any work to be performed at the Company level is performed by Bank employees.

Other Available Information

We file or furnish with the Securities and Exchange Commission (the “SEC”) annual reports on Form 10-KSB,
quarterly reports on Form 10-QSB, current reports on Form 8-K and other reports required by Section 13(a) or 15(d)
of the Securities Exchange Act of 1934. You may read and copy any materials we file with the SEC at the SEC’s
Public Reference Room at 100 F Street NE, Washington, D.C. 20549. You may obtain information on the operation
of the Public Reference Room by calling the SEC at 1-800-SEC-0330. The SEC maintains an Internet site at
www.sec.gov that contains our reports, proxy statements, and other information that we file electronically with the
SEC.

In addition, our annual reports on Form 10-KSB and quarterly reports on Form 10-QSB are available through
our Internet website, www.tbank.com, as soon as reasonably practicable after we electronically file such material
with, or furnish it to, the SEC. Our Internet website and the information contained therein or connected thereto are
not intended to be incorporated into this Annual Report on Form 10-KSB.

SUPERVISION AND REGULATION

Banking is a complex, highly regulated industry. Consequently, our growth and eamnings performance and those
of the Bank can be affected not only by management decisions and general and local economic conditions, but also
by the statutes administered by, and the regulations and policies of, various governmental regulatory authorities.
These authorities include, but are not limited to, the Board of Governors of the Federal Reserve System, the
Securities and Exchange Commission, the FDIC, the Office of the Comptroller of the Currency, the Internal
Revenue Service, and state taxing authorities. The effect of these statutes, regulations, and policies and any changes
to any of them can be significant and cannot be predicted.

The primary goals of the bank regulatory scheme are to maintain a safe and sound banking system and to
facilitate the conduct of sound monetary policy. In furtherance of these goals, Congress has created several largely
autonomous regulatory agencies and enacted numerous laws that govern banks, bank holding companies, and the
banking industry. The system of supervision and regulation applicable to us and our banking subsidiary establishes a
comprehensive framework for their respective operations and is intended primarily for the protection of the FDIC’s
deposit insurance funds, the Bank’s depositors, and the public, rather than the shareholders and creditors. The




following is an attempt to summarize some of the relevant laws, rules, and regulations governing banks and bank
holding companies, but does not purport to be a complete summary of all applicable laws, rules, and regulations
governing banks and bank holding companies. The descriptions are qualified in their entirety by reference to the
specific statutes and regulations discussed.

First Metroplex Capital, Inc.

We are a bank holding company registered with, and subject to regulation by, the Federal Reserve under the
“Bank Holding Company Act of 1956.” The Bank Holding Company Act and other federal laws subject bank
holding companies to particular restrictions on the types of activities in which they may engage, and to a range of
supervisory requirements and activities, including regulatory enforcement actions for violations of laws and
regulations.

In accordance with Federal Reserve policy, we are expected to act as a source of financial strength to the Bank
and commit resources to support the Bank. This support may be required under circumstances when we might not be
inclined to do so absent this Federal Reserve policy. As discussed below, we could be required to guarantee the
capital plan of the Bank if it becomes undercapitalized for purposes of banking regulations.

Certain acquisitions. The Bank Holding Company Act requires every bank holding company to obtain the prior
approval of the Federal Reserve Board before (1) acquiring more than 5% of the voting stock of any bank or other
bank holding company, (2) acquiring all or substantially all of the assets of any bank or bank holding company, or
(3) merging or consolidating with any other bank holding company.

Additionally, the Bank Holding Company Act provides that the Federal Reserve may not approve any of these
transactions if it would result in or tend to create a monopoly or substantially lessen competition or otherwise
function as a restraint of trade, unless the anti-competitive effects of the proposed transaction are clearly outweighed
by the public interest in meeting the convenience and needs of the community to be served. The Federal Reserve is
also required to consider the financial and managerial resources and future prospects of the bank holding companies
and banks concerned and the convenience and needs of the community to be served. The Federal Reserve’s
consideration of financial resources generally focuses on capital adequacy, which is discussed below. As a result of
the USA PATRIOT Act, which is discussed below, the Federal Reserve is also required to consider the record of a
bank holding company and its subsidiary bank(s) in combating money laundering activities in its evaluation of bank
holding company merger or acquisition transactions.

Under the Bank Holding Company Act, any bank holding company located in Texas, if adequately capitalized
and adequately managed, may purchase a bank located outside of Texas. Conversely, an adequately capitalized and
adequately managed bank holding company located outside of Texas may purchase a bank located inside Texas. In
each case, however, restrictions currently exist on the acquisition of a bank that has only been in existence for a
limited amount of time or will result in specified concentrations of deposits.

Change in bank control. Subject to various exceptions, the Bank Holding Company Act and the “Change in
Bank Control Act of 1978,” together with related regulations, require Federal Reserve approval prior to any person
or company acquiring “control” of a bank holding company. Control is conclusively presumed to exist if an
individual or company acquires 25% or more of any class of voting securities of the bank holding company. With
respect to our Company, control is rebuttably presumed to exist if a person or company acquires 10% or more, but
less than 25%, of any class of voting securities.

Permitted activities. Generally, bank holding companies are prohibited under the Bank Holding Company Act
from engaging in or acquiring direct or indirect control of more than 5% of the voting shares of any company
engaged in any activity other than (1) banking or managing or controlling banks or (2) an activity that the Federal
Reserve determines to be so closely related to banking as to be a proper incident to the business of banking.

Activities that the Federal Reserve has found to be so closely related to banking as to be a proper incident to the
business of banking include:

« factoring accounts receivable;
« making, acquiring, brokering, or servicing loans and usual related activities;

» leasing personal or real property;



e operating a non-bank depository institutioh, such as a savings association;

s  trust company functions;

o financial and investment advisory activities;

« conducting discount securities brokerage activities;

e underwriting and dealing in government dbligations and money market instruments;
« providing specified management consulting and counseling activities;

o performing selected data processing servicés and support services;

e acting as agent or broker in selling credit life insurance and other types of insurance in connection with
credit transactions; and

o performing selected insurance underwriting activities.

Despite prior approval, the Federal Reserve has the authority to require a bank holding company to terminate an
activity or terminate control of or liquidate or divest certain subsidiaries or affiliates when the Federal Reserve
Board believes the activity or the control of the subsidiary or affiliate constitutes a significant risk to the financial
safety, soundness, or stability of any of its banking subsidiaries. A bank holding company that qualifies and elects to
become a financial holding company is permitted to engage in additional activities that are financial in nature or
incidental or complementary to financial activity. The Bank Holding Company Act expressly lists the following
activities as financial in nature:

o lending, exchanging, transferring, investing for others, or safeguarding money or securities;

» insuring, guaranteeing, or indemnifying against loss or harm, or providing and issuing annuities, and acting
as principal, agent, or broker for these purposes, in any state;

o providing financial, investment, or advisory services;

e issuing or selling instruments representing interests in pools of assets permissible for a bank to hold
directly;

o underwriting, dealing in, or making a market in securities;

e  other activities that the Federal Reserve may determine to be so closely related to banking or managing or
controlling banks as to be a proper incident to managing or controlling banks;

o foreign activities permitted outside of the United States if the Federal Reserve has determined them to be
usual in connection with banking operations abroad;

« merchant banking through securities or insurance affiliates; and
« insurance company portfolio investments.

To qualify to become a financial holding company, the Bank and any other depository institution subsidiary that
we may own at the time must be well capitalized and well managed and must have a Community Reinvestment Act
rating of at least “satisfactory.” Additionally, we must file an election with the Federal Reserve to become a
financial holding company and must provide the Federal Reserve with 30 days’ written notice prior to engaging in a
permitted financial activity. A bank holding company that falls out of compliance with these requirements may be
required to cease engaging in some of its activities. The Federal Reserve serves as the primary “umbrella” regulator
of financial holding companies, with supervisory authority over each parent company and limited authority over its
subsidiaries. Expanded financial activities of financial holding companies generally will be regulated according to
the type of such financial activity: banking activities by banking regulators, securities activities by securities
regulators, and insurance activities by insurance regulators.

Sound banking practice. Bank holding companies are not permitted to engage in unsound banking practices. For
example, the Federal Reserve Board’s Regulation Y requires a holding company to give the Federal Reserve prior
notice of any redemption or repurchase of its own equity securities, if the consideration to be paid, together with the




consideration paid for any repurchases in the preceding year, is equal to 10% or more of the company’s consolidated
net worth, The Federal Reserve may oppose the transaction if it believes that the transaction would constitute an
unsafe or unsound practice or would violate any law or regulation. As another example, a holding company could
not impair its subsidiary bank’s soundness by causing it to make funds available to non-banking subsidiaries or their
customers if the Federal Reserve believed it not prudent to do so.

The “Financial Institutions Reform, Recovery and Enforcement Act of 1989” expanded the Federal Reserve’s
authority to prohibit activities of bank holding companies and their non-banking subsidiaries which represent unsafe
and unsound banking practices or which constitute violations of laws or regulations. The Financial Institutions
Reform, Recovery and Enforcement Act increased the amount of civil money penalties which the Federal Reserve
can assess for activities conducted on a knowing and reckless basis, if those activities caused a substantial loss to a
depository institution. The penalties can be as high as $1,000,000 for each day the activity continues. The Financial
Institutions Reform, Recovery and Enforcement Act also expanded the scope of individuals and entities against
which such penalties may be assessed.

Anti-tying restrictions. Bank holding companies and affiliates are prohibited from tying the provision of
services, such as extensions of credit, to other services offered by a holding company or its affiliates.

Dividends. Consistent with its policy that bank holding companies should serve as a source of financial strength
for their subsidiary banks, the Federal Reserve has stated that, as a matter of prudent banking, a bank holding
company generally should not maintain a rate of distributions to shareholders unless its available net income has
been sufficient to fully fund the distributions, and the prospective rate of earnings retention appears consistent with
the bank holding company’s capital needs, asset quality, and overall financial condition. In addition, we are subject
to certain restrictions on the making of distributions as a result of the requirement that the Bank maintain an
adequate level of capital as described below. As a Texas corporation, we are restricted under the “Texas Business
Corporation Act of 1957” from paying dividends under certain conditions. Under Texas law, we cannot pay
dividends to shareholders if the dividends exceed our surplus or if after giving effect to the dividends, we would be
mnsolvent.

Sarbanes-Oxley Act of 2002. The Sarbanes-Oxléy Act of 2002 (the “SOX Act”) represents a comprehensive
revision of laws affecting corporate governance, accounting obligations and corporate reporting. Among other
requirements, the SOX Act established: (i) new requirements for audit committees of public companies, including
independence, expertise, and responsibilities; (i1) additional responsibilities regarding financial statements for the
chief executive officers and chief financial officers of reporting companies; (iii) new standards for auditors and
regulation of audits; (iv) increased disclosure and reporting obligations for reporting companies regarding various
matters relating to corporate governance, and (v) new and increased civil and crimina! penalties for violation of the
securities laws.

The Bank

The Bank is subject to the supervision, examination and reporting requirements of the National Bank Act and
the regulations of the Comptroller. The Comptroller will regularly examine the Bank’s operations and has the
authority to approve or disapprove mergers, the establishment of branches and similar corporate actions. The
Comptroller also has the power to prevent the continuance or development of unsafe or unsound banking practices
or other violations of law. The Barnk is also subject to numerous state and federal statutes and regulations that affect
its business, activities and operations. The Bank’s deposits are insured by the FDIC to the maximum extent provided
by law.

Branching. National banks are required by the National Bank Act to adhere to branching laws applicable to
state banks in the states in which they are located. Under current Texas law, banks are permitted to establish branch
offices throughout Texas with prior regulatory approval. In addition, with prior regulatory approval, banks are
permitted to acquire branches of existing banks located in Texas. Finally, banks generally may branch across state
lines by merging with banks in other states if allowed by the applicable states’ laws. Texas law, with limited
exceptions, currently permits branching across state lines through interstate mergers. Under the Federal Deposit
Insurance Act, states may “opt-in” and allow out-of-state banks to branch into their state by establishing a new start-
up branch in the state. Texas law currently permits de novo branching into the state of Texas on a reciprocal basis,
meaning that an out-of-state bank may establish a new start-up branch in Texas only if its home state has also
elected to permit de novo branching into that state.
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Prompt Corrective Action. The “Federal Deposit Insurance Corporation Improvement Act of 1991 established
a system of prompt corrective action to resolve the problems of undercapitalized financial institutions. Under this
system, the federal banking regulators have established five capital categories (“well capitalized,” “adequately
capitalized,” “undercapitalized,” “significantly undercapitalized™ and “critically undercapitalized™), and all
institutions are assigned one such category. Federal banking regulators are required to take various mandatory
supervisory actions and are authorized to take other discretionary actions with respect to institutions in the three
undercapitalized categories. The severity of the action depends upon the capital category in which the institution is
placed. Generally, subject to a narrow exception, the banking regulator must appoint a receiver or conservator for an
institution that is “critically undercapitalized.” The federal banking agencies have specified by regulation the
relevant capital level for each category. An institution that is categorized as “‘undercapitalized,” “significantly
undercapitalized,” or “critically undercapitalized™ is required to submit an acceptable capital restoration plan to its
appropriate federal banking agency. A bank holding company must guarantee that a subsidiary depository institution
meets its capital restoration plan, subject to various limitations. The controlling holding company’s obligation to
fund a capital restoration plan is limited to the lesser of 5% of an “undercapitalized” subsidiary’s assets at the time it
became “undercapitalized” or the amount required to meet regulatory capital requirements. An “undercapitalized”
institution is also generally prohibited from increasing its average total assets, making acquisitions, establishing any
branches or engaging in any new line of business, except under an accepted capital restoration plan or with FDIC
approval. The regulations also establish procedures for downgrading an institution to a lower capital category based
on supervisory factors other than capital. ’

Deposit insurance assessments. Banks must pay assessments 1o the FDIC for federal deposit insurance
protection. The FDIC has adopted a risk-based assessment system as required by the Federal Deposit Insurance
Corporation Improvement Act. Under this system, FDIC-insured depository institutions pay insurance premiums at
rates based on their risk classification. Institutions assigned to higher risk classifications (that is, institutions that
pose a higher risk of loss to their respective deposit insurance funds) pay assessments at higher rates than institutions
that pose a lower risk. An institution’s risk classification is assigned based on its capital levels and the level of
supervisory concern the institution poses to the regulators. In addition, the FDIC can impose special assessments in
certain instances. The FDIC may terminate its insurance of deposits if it finds that the institution has engaged in
unsafe and unsound practices, s in an unsafe or unsound condition to continue operations, or has violated any
applicable law, regulation, rule, order, or condition imposed by the FDIC.

Expanded financial activities. Similar to bank holding companies, the “Gramm-Leach-Bliley Financial Services
Modemization Act of 1999” expanded the types of activities in which a bank may engage. Generally, a bank may
engage in activities that are financial in nature through a “financial subsidiary” if the bank and each of its depository
institution affiliates are “well capitalized,” “well managed” and have at least a “satisfactory” rating under the
Community Reinvestment Act. However, applicable law and regulation provide that the amounts of investment in
these activities generally are limited to 45% of the total assets of the Bank, and these investments are deducted when
determining compliance with capital adequacy guidelines. Further, the transactions between the Bank and this type
of subsidiary are subject to a number of limitations.

Expanded financial activities of national banks generally will be regulated according to the type of such
financial activity: banking activities by banking regulators, securities activities by securities regulators and insurance
activities by insurance regulators. The Bank currently has no plans to conduct any activities through financial
subsidiaries.

Community Reinvestment Act. The Community Reinvestment Act requires that, in connection with
examinations of financial institutions within their respective jurisdictions, the Federal Reserve, the FDIC, or the
Office of the Comptroller of the Currency, shall evaluate the record of each financial institution in meeting the credit
needs of its local community, including low and moderate-income neighborhoods. These facts are also considered in
evaluating mergers, acquisitions, and applications to open a branch or facility. Failure to adequately meet these
criteria could impose additional requirements and limitations on the Bank. Because our aggregate assets are
currently less than $250 million, under the Gramm-Leach-Bliley Act, we are subject to a Community Reinvestment
Act examination only once every 60 months if we receive an outstanding rating, once every 48 months if we receive
a satisfactory rating and as needed if our rating is less than satisfactory. Additionally, we must publicly disclose the
terms of various Community Reinvestment Act-related agreements.




Other regulations. Interest and other charges collected or contracted for by the Bank are subject to state usury
laws and federal laws concerning interest rates. The Bank’s loan operations are also subject to federal laws
applicable to credit transactions, such as:

o the federal “Truth-In-Lending Act,” governing disclosures of credit terms to consumer borrowers;

» the “Home Mortgage Disclosure Act of 1975,” requiring financial institutions to provide information to
enable the public and public officials to determine whether a financial institution is fulfilling its obligation
to help meet the housing needs of the community it serves;

e the “Equal Credit Opportunity Act,” prohibiting discrimination on the basis of race, creed or other
prohibited factors in extending credit;

e the “Fair Credit Reporting Act of 1978,” governing the use and provision of information to credit reporting
agencies;

o the “Fair Debt Collection Act,” governing the manner in which consumer debts may be collected by
collection agencies; and

» the rules and regulations of the various federal agencies charged with the responsibility of implementing
these federal laws.

The deposit operations of the Bank are subject to:

o the “Right to Financial Privacy Act,” which imposes a duty to maintain confidentiality of consumer
financial records and prescribes procedures for complying with administrative subpoenas of financial
records; and

o the “Electronic Funds Transfer Act” and Regulation E issued by the Federal Reserve to implement that act,
which govern automatic deposits to and withdrawals from deposit accounts and customers’ rights and
liabilities arising from the use of automated teller machines and other electronic banking services.

Dividends. The Bank is required by federal law to obtain prior approval of the Office of the Comptroller of the
Currency for payments of dividends if the total of all dividends declared by its board of directors in any year will
exceed its net profits earned during the current year combined with its retained net profits of the immediately
preceding two years, less any required transfers to surplus. In addition, the Bank will be unable to pay dividends
unless and until it has positive retained earnings. As of December 31, 2003, the Bank had an accumulated deficit of
approximately $1,810,000. Accordingly, we will be unable to pay dividends until the accumulated deficit is
eliminated.

In addition, under the Federal Deposit Insurance Corporation Improvement Act, the Bank may not pay any
dividend if the payment of the dividend would cause the Bank to become undercapitalized or in the event the Bank
is “undercapitalized.” The Office of the Comptroller of the Currency may further restrict the payment of dividends
by requiring that a financial institution maintain a higher level of capital than would otherwise be required to be
“adequately capitalized” for regulatory purposes. Moreover, if, in the opinion of the Office of the Comptroller of the
Currency, the Bank is engaged in an unsound practice (which could include the payment of dividends), the Office of
the Comptroller of the Currency may require, generally after notice and hearing, that the Bank cease such practice.
The Office of the Comptroller of the Currency has indicated that paying dividends that deplete a depository
institution’s capital base to an inadequate level would be an unsafe banking practice. Moreover, the Office of the
Comptroller of the Currency has also issued policy statements providing that insured depository institutions
generally should pay dividends only out of current operating earnings.

Capital adequacy. The Federal Reserve monitors the capital adequacy of bank holding companies, such as the
Company, and the Office of the Comptroller of the Currency monitors the capital adequacy of the Bank. The federal
bank regulators use a combination of risk-based guidelines and leverage ratios to evaluate capital adequacy and
consider these capital levels when taking action on various types of applications and when conducting supervisory
activities related to the safety and soundness of the Company and the Bank. The risk-based guidelines apply on a
consolidated basis to bank holding companies with consolidated assets of $150 million or more and, generally, on a
bank-only basis for bank holding companies with less than $150 million in consolidated assets. Each insured
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depository subsidiary of a bank holding company with less than $150 million in consolidated assets is expected to be
“well-capitalized.”

The risk-based capital standards are designed to make regulatory capital requirements more sensitive to
differences in risk profiles among banks and bank holding companies, to account for off-balance sheet exposure, and
to minimize disincentives for holding liquid assets. Assets and off-balance sheet items, such as letters of credit and
unfunded loan commitments, are assigned to broad risk categories, each with appropriate risk weights. The resulting
capital ratios represent capital as a percentage of total risk-weighted assets and off-balance sheet items.

The minimum guideline for the ratio of total capital to risk-weighted assets is 8%. Total capital consists of two
components, Tier 1 Capital and Tier 2 Capital. Tier;] Capital generally consists of common stock, minority interests
in the equity accounts of consolidated subsidiaries, noncumulative perpetual preferred stock, and a limited amount
of qualifying cumulative perpetual preferred stock, less goodwill and other specified intangible assets. Tier 1 Capital
must equal at least 4% of risk-weighted assets. Tier:2 Capital generally consists of subordinated debt, preferred
stock (other than that which is included in Tier 1 Capital), and a limited amount of loan loss reserves. The total
amount of Tier 2 Capital is limited to 100% of Tier 1 Capital.

In addition, the Federal Reserve has established minimum leverage ratio guidelines for bank holding companies
with assets of $150 million or more. These guidelines provide for a minimum ratio of Tier 1 Capital to average
assets, less goodwill and other specified intangible assets, of 3% for bank holding companies that meet specified
criteria, including having the highest regulatory rating and implementing the Federal Reserve’s risk-based capital
measure for market risk. All other bank holding companies with assets of $150 million or more generally are
required to maintain a leverage ratio of at least 4%. The guidelines also provide that bank holding companies of such
size experiencing internal growth or making acquisitions will be expected to maintain strong capital positions
substantially above the minimum supervisory levels without reliance on intangible assets. The Federal Reserve
considers the leverage ratio and other indicators of capital strength in evaluating proposals for expansion or new
activities. The Federal Reserve and the Federal Deposit Insurance Corporation recently adopted amendments to thetr
risk-based capital regulations to provide for the con51derat10n of interest rate risk in the agencies’ determination of a
banking institution’s capital adequacy.

Failure to meet capital guidelines could subject a bank or bank holding company to a variety of enforcement
remedies, including issuance of a capital directive, the termination of deposit insurance by the FDIC, a prohibition
on accepting brokered deposits, and other restrictions on its business. As described above, significant additional
restrictions can be imposed on FDIC-insured depository institutions that fail to meet applicable capital requirements.

Restrictions on Transactions with Affiliates and Loans to Insiders. The Company and the Bank are subject to
the provisions of Section 23A of the Federal Reserve Act. Section 23A places limits on the amount of:

« abank’s loans or extensions of credit to affiliates;
¢ abank’s investment in affiliates;

o  assets a bank may purchase from affiliates, except for real and personal property exempted by the Federal
Reserve;

» the amount of loans or extensions of credit to third parties collateralized by the securities or obligations of
affiliates; and

» abank’s guarantee, acceptance or letter of credit issued on behalf of an affiliate.

The total amount of the above transactions is limited in amount, as to any one affiliate, to 10% of a bank’s
capital and surplus and, as to all affiliates combined, to 20% of a bank’s capital and surplus. In addition to the
limitation on the amount of these transactions, each of the above transactions must also meet specified collateral
requirements. The Bank must also comply with other provisions designed to avoid the taking of low-quality assets.

The Company and the Bank are also subject to the provisions of Section 23B of the Federal Reserve Act which,
among other things, prohibits an institution from engaging in the transactions with affiliates unless the transactions
are on terms substantially the same, or at least as favorable to the institution or its subsidiaries, as those prevailing at
the time for comparable transactions with nonaffiliated companies.
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The Bank is also subject to restrictions on extensions of credit to its executive officers, directors, principal
shareholders and their related interests. These extensions of credit (1) must be made on substantially the same terms,
including interest rates and collateral, as those prevailing at the time for comparable transactions with third parties
and (2) must not involve more than the normal risk of repayment or present other unfavorable features.

Privacy. Financial institutions are required to disclose their policies for collecting and protecting confidential
information. Customers generally may prevent financial institutions from sharing personal financial information
with nonaffiliated third parties except for third parties that market the institutions” own products and services.
Additionally, financial institutions generally may not disclose consumer account numbers to any nonaffiliated third
party for use in telemarketing, direct mail marketing or other marketing through electronic mail to consumers.

Anti-terrorism legislation. In the wake of the tragic events of September 11th, on October 26, 2001, the
President signed into law the Uniting and Strengthening America by Providing Appropriate Tools Required to
Intercept and Obstruct Terrorism Act of 2001. Also known as the “Patriot Act,” the law enhances the powers of the
federal government and law enforcement organizations to combat terrorism, organized crime and money laundering.
The Patriot Act significantly amends and expands the application of the Bank Secrecy Act, including enhanced
measures regarding customer identity, new suspicious activity reporting rules and enhanced anti-money laundering
programs.

Under the Patriot Act, financial institutions are subject to prohibitions against specified financial transactions
and account relationships as well as enhanced due diligence and “know your customer” standards in their dealings
with foreign financial institutions and foreign customers. For example, the enhanced due diligence policies,
procedures and controls generally require financial institutions to take reasonable steps:

« to conduct enhanced scrutiny of account relationships to guard against money laundering and report any
suspicious transaction;

« 1o ascertain the identity of the nominal and beneficial owners of, and the source of funds deposited into,
each account as needed to guard against money laundering and report any suspicious transactions;

»  to ascertain for any foreign bank, the shares of which are not publicly traded, the identity of the owners of
the foreign bank and the nature and extent of the ownership interest of each such owner; and

» 1o ascertain whether any foreign bank provides correspondent accounts to other foreign banks and, if so, the
identity of those foreign banks and related due diligence information.

Under the Patriot Act, financial institutions must also establish anti-money laundering programs. The Act sets
forth minimum standards for these programs, including: (i} the development of internal policies, procedures and
controls; (ii) the designation of a compliance officer; (iil) an ongoing employee training program; and (iv) an
independent audit function to test the programs.

In addition, the Patriot Act requires the bank regulatory agencies to consider the record of a bank or bank
holding company in combating money laundering activities in their evaluation of bank and bank holding company
merger or acquisition transactions. Regulations proposed by the U.S. Department of the Treasury to effectuate
certain provisions of the Patriot Act provide that all transaction or other correspondent accounts held by a U.S.
financial institution on behalf of any foreign bank must be closed within 90 days after the final regulations are
issued, unless the foreign bank has provided the U.S. financial institution with a means of verification that the
institution is not a “shell bank.” Proposed regulations interpreting other provisions of the Patriot Act are continuing
to be issued.

Under the authority of the Patriot Act, the Secretary of the Treasury adopted rules on September 26, 2002
increasing the cooperation and information sharing between financial institutions, regulators and law enforcement
authorities regarding individuals, entities and organizations engaged in, or reasonably suspected based on credible
evidence of engaging in, terrorist acts or money laundering activities. Under these rules, a financial institution is
required to:

e expeditiously search its records to determine whether it maintains or has maintained accounts, or engaged
in transactions with individuals or entities, listed in a request submitted by the Financial Crimes
Enforcement Network (“FinCEN™);
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o notify FinCEN if an account or transaction is identified;
» designate a contact person to receive information requests;

o limit use of information provided by FinCEN to: (1) reporting to FinCEN, (2) determining whether to
establish or maintain an account or engage in a transaction and (3) assisting the financial institution in
complying with the Bank Secrecy Act; and

« maintain adequate procedures to protect the security and confidentiality of FinCEN requests.

Under the new rules, a financial institution may also share information regarding individuals, entities,
organizations and countries for purposes of identifying and, where appropriate, reporting activities that it suspects
may involve possible terrorist activity or money laundering. Such information-sharing is protected under a safe
harbor if the financial institution: (1) notifies FinCEN of its intention to share information, even when sharing with
an affiliated financial institution; (2) takes reasonable steps to verify that, prior to sharing, the financial institution or
association of financial institutions with which it intends to share information has submitted a notice to FinCEN; (3)
limits the use of shared information to identifying and reporting on money laundering or terrorist activities,
determining whether to establish or maintain an account or engage in a transaction, or assisting it in complying with
the Bank Security Act; and (4) maintains adequate procedures to protect the security and confidentiality of the
information. Any financial institution complying with these rules will not be deemed to have violated the privacy
requirements discussed above.

The Secretary of the Treasury also adopted a rule on September 26, 2002 intended to prevent money laundering
and terrorist financing through correspondent accounts maintained by U.S. financial institutions on behalf of foreign
banks. Under the rule, financial institutions: (1) are prohibited from providing correspondent accounts to foreign
shell banks; (2) are required to obtain a certification:from foreign banks for which they maintain a correspondent
account stating the foreign bank is not a shell bank and that it will not permit a foreign shell bank to have access to
the U.S. account; (3) must maintain records identifying the owner of the foreign bank for which they may maintain a
correspondent account and its agent in the Unites States designated to accept services of legal process; (4) must
terminate correspondent accounts of foreign banks that fail to comply with or fail to contest a lawful request of the
Secretary of the Treasury or the Attorney General of the United States, after being notified by the Secretary or
Attorney General. .

Proposed Legislation and Regulatory Action. New regulations and statutes are regularly proposed that contain
wide-ranging proposals for altering the structures, regulations and competitive relationships of the nation’s financial
institutions. We cannot predict whether or in what form any proposed regulation or statute will be adopted or the
extent to which our business may be affected by anyinew regulation or statute.

Effect of governmental monetary policies. The commercial banking business is affected not only by general
economic conditions but also by the fiscal and monetary policies of the Federal Reserve Board. Some of the
instruments of fiscal and monetary policy available to the Federal Reserve include changes in the discount rate on
member bank borrowings, the fluctuating availability of borrowings at the “discount window,” open market
operations, the imposition of and changes in reserve requirements against member banks’ deposits and assets of
foreign branches, the imposition of and changes in reserve requirements against certain borrowings by banks and
their affiliates, and the placing of limits on interest rates that member banks may pay on time and savings deposits.
Such policies influence to a significant extent the overall growth of bank loans, investments, and deposits and the
mmterest rates charged on loans or paid on time and savings deposits. We cannot predict the nature of future fiscal and
monetary policies and the effect of such policies on the future business and our earnings.

All of the above laws and regulations add significantly to the cost of operating the Bank and thus have a
negative impact on our profitability. It should also be noted that there has been a tremendous expansion
experienced in recent years by certain financial service providers that are not subject to the same rules and
regulations as the Company or the Bank. These institutions, because they are not so highly regulated, have a
competitive advantage over us and may continue to draw large amounts of funds away from traditional
banking institutions, with a continuing adverse effect on the banking industry in general.
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RISK FACTORS

There are important factors that could cause actual results to differ materially from those expressed or implied
by these forward-looking statements, including our plans, objectives, expectations and intentions and other factors
discussed in the risk factors, described below. You should carefully consider the following risk factors and all other
information contained in this Report. The risks and uncertainties described below are not the only ones we face.
Additional risks and uncertainties not presently known to us or that we currently believe are immaterial also may
impair our business. If any of the events described in the following risk factors occur, our business, results of
operations and financial condition could be materially adversely affected. In addition, the trading price of our
common stock could decline due to any of the events described in these risks.

We have a limited operating history, upon which to base an estimate of our future financial performance.

The Company was formed in December 2002 and most of our efforts have been devoted to organizing the
Bank. Our current assets consist of cash and our ownership of the Bank, which has been operating since November
2, 2004. Our growth is primarily dependent upon the operation of the Bank. Consequently, we have little 10 no
historical operating or financial information for which to base an investment decision in the Company.

We expect to incur losses during our initial years of operations.

Our profitability will depend on the Bank’s profitability, and we can give no assurance of when or if the Bank
will operate profitably. We have incurred substantial start-up expenses associated with our organization and our
recent public offering and expect to sustain losses or achieve minimal profitability during our initia} years of
operations. At December 31, 2005, we had an accumulated deficit account of approximately $3.5 million, '
principally resulting from the organizational and pre-opening expenses that we have incurred in connection with the
opening of the Bank. In addition, due to the extensive regulatory oversight to which we will be subject, we expect to
incur significant administrative costs. Our success will depend, in large part, on our ability to address the problems,
expenses and delays frequently associated with new financial institutions and the ability to attract and retain deposits
and customers for our services. We cannot assure you that we will ever become profitable. If we are ultimately
unsuccessful, you may lose part or all of the value of your investment.

Failure to implement our business strategies may adversely affect our financial performance.

We have developed a business plan that details the strategies we intend to implement in our efforts to achieve
profitable operations. If we cannot implement our business strategies, we will be hampered in our ability to develop
business and serve our customers, which, in turn, could have an adverse effect on our financial performance. Even if
our business strategies are successfully implemented, we cannot assure you that our strategies will have the
favorable impact that we anticipate. Furthermore, while we believe that our business plan is reasonable and that our
strategies will enable us to execute our business plan, we have no control over the future occurrence of certain
events upon which our business plan and strategies are based, particularly general and local economic conditions
that may affect the Bank’s loan-to-deposit ratio, total deposits, the rate of deposit growth, cost of funding, the level
of eamning assets and interest-related revenues and expenses.

Departures of our key personnel or directors may impair our operations.

Our success depends in large part on the services and efforts of our key personnel and on our ability to attract,
motivate and retain highly qualified employees. Competition for employees is intense, and the process of locating
key personnel with the combination of skills and attributes required to execute our business plan may be lengthy.

In particular, we believe that retaining Patrick Adams, Steven Jones, Sue Higgs and J. Christopher Newtown are
important to our success. If any of these persons leaves his or her position with the Bank for any reason, our
financial condition and results of operations may suffer.

If the services of any of our key personnel should become unavailable for any reason or if the regulatory
agencies should require the employment of additional persons to fill positions at the bank, the Bank would be
required to employ other persons to manage and operate the Bank, and we cannot assure you that the Bank would be
able to employ qualified persons on terms acceptable to the Bank.
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Additionally, our directors’ involvement, diverse backgrounds and extensive local business relationships are
important to our success. If the composition of our board of directors changes materially, our banking business may
suffer.

We face intense competition from a variety of competitors.

The banking business in our target banking market and the surrounding areas has become increasingly
competitive over the past severa] years, and we expect the level of competition to continue to increase. If this
competition forces us to offer aggressive loan and deposit rates or otherwise incur higher funding costs, our
profitability will be diminished.

Many of our competitors are larger than we are and have greater financial and personnel resources. Many of our
competitors have established customer bases and offer services, such as extensive and established branch networks
and trust services, that we do not currently provide: Also, some competitors are not subject to the same degree of
regulation as the Bank is and thus may have a competitive advantage over the Bank.

We believe that the Bank will be a successful competitor in the area’s financial services market. However, we
cannot assure you that the Bank will be able to compete successfully with other financial institutions serving our
target banking market. An inability to compete effectively could be expected to have a material adverse effect on the
Bank’s growth and profitability.

We compete in an industry that continually experiences technological change, and we may not be able to compete
effectively with other banking institutions with greater resources.

In order to compete effectively with competitors that have significantly more resources, we will need to
maintain an infrastructure capable of implementing our business objectives as a community bank to provide a
superior level and quality of services. Our infrastructure needs to be flexible and adapt to technological changes;
however, we do not have the same level of resources as some of our competitors. We have a limited number of
software and hardware suppliers. Furthermore, because we have been in operation for a short time, we have very
little experience with local software and hardware suppliers or other vendors that might provide us with technology
infrastructure support. In addition, we will need to update our infrastructure continually and hire additional
personnel to accommodate increases in the number of customers. Any inability to develop and maintain the
appropriate infrastructure may cause unanticipated service disruptions, slower response times, reduced levels of
customer service, impaired quality, or delays in reporting accurate financial information. We cannot assure you that
we will be able to project accurately the rate or timing of increases, if any, in the subscriptions to services or upgrade
and expand our systems in a timely manner or to integrate any newly developed systems smoothly. Our inability to
do so could have a material adverse effect on our ability to compete effectively in our market and also on our
business, financial condition, and results of operations.

Our legal lending limits may impair our ability to attract borrowers.

The Bank’s current legally mandated lending limits are lower than those of many of our competitors because we
have less capital than many of our competitors. Our lower lending limits may discourage potential borrowers who
have lending needs that exceed our limits, which may restrict our ability to establish relationships with larger
businesses in our area. '

An economic downturn, especially one affecting our prtmary service area, may have an adverse effect on our
financial performance.

Our success depends on the general economic condition of the region in which we operate, which we cannot
forecast with certainty. Unlike many of our larger competitors, the majority of our borrowers and depositors are
individuals and businesses located or doing business in our local banking market. As a result, our operations and
profitability may be more adversely affected by a local economic downturn than those of our larger, more
geographically diverse competitors. Factors that adversely affect the economy in our local banking market could
reduce our deposit base and the demand for our products and services, which may decrease our earnings. For
example, an adverse change in the local economy could make it more difficult for borrowers to repay their loans,
which could lead to loan losses for the Bank.
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Monetary policy and other economic factors could adversely affect the Bank’s profitability.

Changes in governmental economic and monetary policies, the Internal Revenue Code and banking and credit
regulations, as well as such other factors as national, state and local economic growth rates, employment rates and
population trends, will affect the demand for loans and the ability of the Bank and other banks to attract deposits.
The foregoing monetary and economic factors, and the need to pay rates sufficient to attract deposits, may adversely
affect the ability of the Bank to maintain an interest margin sufficient to result in operating profits.

We could be negatively affected by changes in interest rates.

The Bank’s profitability (and, therefore, our profitability) depends, among other things, on its net interest
income, which is the difference between the income that the Bank earns on its interest-earning assets, such as loans,
and the expenses that the Bank incurs in connection with its interest-bearing liabilities, such as checking or savings
deposits or certificates of deposit. Changes in the general level of interest rates and other economic factors can affect
the Bank’s net interest income by affecting the spread between interest-earning assets and interest-bearing liabilities.

Changes in the general level of interest rates also affect, among other things, the Bank’s ability to originate
loans, the value of interest-earning assets and the Bank’s ability to realize gains from the sale of such assets, the
average life of interest-earning assets and the Bank’s ability to obtain deposits in competition with other available
investment alternatives. Interest rates are highly sensitive to many factors, including government monetary policies,
domestic and international economic and political conditions and other factors beyond the Bank’s control. Because
fluctuations in interest rates are not predictable or controllable, we cannot assure you that the Bank will maintain a
positive net interest income.

Qur ability to pay dividends is limited.

We currently have no material source of income other than dividends that we receive from the Bank. Therefore,
our ability to pay dividends to our shareholders depends on the Bank’s ability to pay dividends to us. The board of
directors of the Bank intends to retain earnings to promote growth and build capital and recover any losses incurred
in prior periods. Accordingly, we do not expect to receive dividends from the Bank in the foreseeable future. In
addition, banks and bank holding companies are both subject to certain regulatory restrictions on the payment of
cash dividends.

We are subject to extensive regulatory oversight, which could restrain our growth and profitability.

Banking organizations such as the Company and the Bank are subject to extensive federal and state regulation
and supervision. Laws and regulations affecting financial institutions are undergoing continuous change, and we
cannot predict the ultimate effect of these changes. We cannot assure you that any change in the regulatory structure
or the applicable statutes and regulations will not materially and adversely affect the business, condition or
operations of the Company or the Bank or benefit competing entities that are not subject to the same regulations and
supervision.

We may not be able to raise additional capital on terms favorable to us.

In the future, should we need additional capital to support our business, expand our operations or maintain our
minimum capital requirements, we may not be able to raise additional funds through the issuance of additional
shares of common stock or other securities. Even if we are able to obtain capital through the issuance of additional
shares of common stock or other securities, the sale of these additional shares could significantly dilute your
ownership interest.

Our directors and executive officers could have the ability to influence shareholder actions in a manner that may
be adverse to your personal investment objectives.

As of December 31, 2005, our directors and executive officers owned 246,850 shares of our common stock,
which represents approximately 14.69% of our issued and outstanding common stock. Additionally, we have issued
warrants to our directors and stock options to our executive officers pursuant to certain employment agreements. If
our directors exercised all of their warrants, they would own shares upon exercise representing as much as 18.36%
of our then outstanding common stock. Moreover, although the employee stock options will not be immediately
exercisable, upon exercise of the employee stock options issued to our executive officers, together with the exercise




of warrants held by our directors, our directors and executive officers would own shares representing as much as
19.94% of our outstanding common stock.

Due to their significant ownership interests, our directors and executive officers are able to exercise significant
control over the management and affairs of the Company and the Bank. For example, our directors and executive
officers may be able to influence the outcome of director elections or block significant transactions, such as a merger
or acquisition, or any other matter that might otherwise be approved by the shareholders.

Item 2. Description ¢of Property.

Our main office is located at 16000 Dallas Parkway, Dallas, Texas 75248. We occupy 4,357 rentable square
feet of the main lobby-accessed ground floor of a niulti-story office building at that address. The lease for our main
office began on January 1, 2004 and is for a term of 125 months. The lease rate is scheduled to increase on month
66. The lease also calls for the Bank to pay for a pro rata share of operating, tax and electric costs above a certain
base amount. We also operate a branch office located at 8100 North Dallas Parkway, Plano, Texas, which is
approximately 10 miles north of the main office. The branch office occupies 1,750 square feet in a single story,
commercial building in a developed commercial center. The lease for our branch office began on December 1, 2003
and is for a term of 120 months. The lease rate is scheduled to increase on month 60. The lease also calls for the
Bank to pay for a pro rata share of operating and tax costs above a certain base amount. Management believes that
these facilities are adequate to meet our current needs.

Item 3. Legal Proceedings.

There are no material pending legal proceedings to which the Company or the Bank is a party or to which any
of our properties are subject; nor are there material proceedings known to the Company, in which any director,
officer or affiliate or any principal shareholder is a party or has an interest adverse to the Company or the Bank.

Item 4. Submission of Matters te a Vote of Security Holders.

There were no matters submitted to a vote of security holders during the quarter ended December 31, 2005.

PART I
Item 5. Market for Common Equity and Related Shareholder Matters.

Market Information

Our common stock has been quoted on the OTC Bulletin Board under the symbol “FMPX.0OB” since November
2, 2004. The table below gives the high and low bid information for the second, third and fourth fiscal quarters of
2005. No bids were entered for our common stock on the OTC Bulletin Board in either the first quarter of 2005 or
the fourth quarter of 2004. The bid information in the table was obtained from the OTC Bulletin Board and reflects
inter-dealer prices, without retail mark-up, mark-down or commission, and may not represent actual transactions.

High Low
2005
Fourth Quarter 20035 $10.25 $10.00
Third Quarter 2005 $10.20 $10.00
Second Quarter 2005 $11.00 $10.15
First Quarter 2005 N/A N/A
2004
Fourth Quarter 2004 N/A N/A

On March 29, 2006, we had 630 holders of record of our common stock.

Dividends

We have never declared or paid any dividends on our capital stock. We expect to retain future earnings, if any,
for use in the operation and expansion of our business and do not anticipate paying any cash dividends in the
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foreseeable future. Any determination to pay dividends in the future will be at the discretion of our Board of
Directors and will depend upon regulatory requirements, and our results of operations, financial condition, and
capital requirements, among other factors. We currently have no material source of income other than dividends that
we receive from the Bank. Therefore, our ability to pay dividends to our shareholders dependson the Bank’s ability
to pay dividends to us. The Board of Directors of the Bank intends to retain earnings to promote growth and build
capital and recover any losses incurred in prior periods. Accordingly, we do not expect to receive dividends from the
Bank in the foreseeable future. In addition, banks and bank holding companies are both subject to certain regulatory
restrictions on the payment of cash dividends. For additional discussion of legal and regulatory restrictions on the
payment of dividends, see “Part I — ltem 1. Description of Business — Supervision and Regulation.”

Securities Authorized for Issuance Under Equity Compensation Plans

Equity Compensation Plan Information

Number of Securities
Remaining Available

Number of Securities for Future Issuance
to Be Issued Upon Weighted-Average Under Equity
Exercise of Exercise Price of Compensation Plans
QOutstanding Outstanding (Excluding Securities
Options, Warrants Options, Warrants Reflected in
and Rights and Rights Column (a))
Plan Category (a) () ©)
Equity compensation plans approved by security
holders 281,250 § 10.00 75,500

Recent Sales of Unregistered Securities

We completed our initial public offering of securities on October 29, 2004. All sales of securities by the
Company have been registered under the Securities Act.

Item 6. Management’s Discussion and Analysis or Plan of Operation.

This management’s discussion and analysis of financial condition and results of operations contains forward-
looking statements that involve risks and uncertainties. Please see “Item 1 — Business — Forward-Looking
Statements” for a discussion of the uncertainties, risks and assumptions associated with these statements. You
should read the following discussion in conjunction with our audited consolidated financial statements and the notes
to our audited consolidated financial statements included elsewhere in this report. Qur actual results may differ
materially from those discussed in the forward-looking statements as a result of various factors, including but not
limited to those listed under “Item | — Business — Risk Factors” and included in other portions of this report.

General

We are a bank holding company headquartered in Dallas, Texas, offering a broad array of banking services
through our wholly owned banking subsidiary, T Bank. Our principal markets include North Dallas, Addison, Plano,
Frisco and the neighboring Texas communities. As of December 31, 2005, we had, approximately, on a consolidated
basis, total assets of $48.0 million, net loans of $26 million, total deposits of $35 million, and stockholders’ equity
of $13 million. We currently operate through a main office located at 16000 Dallas Parkway, Dallas, Texas, and
another office at 8100 North Dallas Parkway, Plano, Texas.

We were incorporated under the laws of the State of Texas on December 23, 2002 to organize and serve as the
holding company for the Bank. In 2004, we completed an initial public offering of our common stock. The stock
sale resulted in the issuance of 1,680,000 shares at a price of $10.00 per share. The offering resulted in capital of
$16,800,000, net of offering expenses of $403,000. The Bank opened for business on November 2, 2004,

The following discussion focuses on our financial condition and results of operations during the year ended
December 31, 2005 and, in some cases, the year ended December 31, 2004. Since the Bank did not open until
November 2, 2004, we have generally determined that a comparison of 2005 to prior periods would not be
meaningful,
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Critical Accounting Policies

This discussion and analysis of our financial condition and results of operations is based upon our financial
statements, which have been prepared in accordance with United States generally accepted accounting principles.
The preparation of these consolidated financial statements requires management to make estimates and judgments
that effect the reported amounts of assets and liabilities, revenues and expenses, and related disclosures of
contingent assets and liabilities at the date of our financial statements. Actual results may differ from these estimates
under different assumptions or conditions. The following is a description of our significant accounting policies used
in the preparation of the accompanying consolidated financial statements.

Cash Equivalents and Statement of Cash Flows

Due from banks, cash on hand, federal funds sold and all other highly liquid investments purchased with an
original maturity of three months or less are considered to be cash and cash equivalents. Generally, federal funds are
purchased and sold for one day periods. From time to time, deposits with correspondent banks will exceed amounts
insured by the FDIC. Management does not anticipate any losses and evaluates the correspondent bank’s financial
status on a regular basis.

Loans

Loans that management has the intent and ability to hold for the foreseeable future or until maturity or pay-off
are stated at the principal amount outstanding, net of unearned interest, deferred loan fees and the allowance for
credit losses. Interest earned, both fixed and variable rates, is credited to operations based on the principal balances
outstanding. Unearned interest and deferred loan fees are capitalized and recognized as income over the terms of the
loan using the effective interest method.

The Company grants commercial, real estate and consumer loans to customers. Although the Company
anticipates having a diversified loan portfolio, a substantial portion of its debtors’ ability to honor their loan
contracts is dependent upon the local economy. The Company’s loan policy for requiring collateral is based upon a
number of factors including amount and purpose of loan, length of term, past credit history, financial strength and
liquidity of the borrower. f

Loan origination and commitment fees, as well as certain direct loan origination and commitment costs, are
deferred and amortized as a yield adjustment over the lives of the related loans using the interest method.

Impaired loans are accounted for at the net present value of expected future cash flows, discounted at the loan’s
effective interest rate, the observable market price of the loan or at the fair value of the collateral if the loan is
collateral dependent.

Atlowance for Credit Losses

The allowance for credit losses is maintained at a level considered adequate to provide for losses that can be
reasonably anticipated. Until management has adequate historical data upon which to base the estimate of the
allowance for credit losses, a balance of approximately one and one half percent of the outstanding principal is used
unless additional information regarding the ability of the borrower to repay the loan, current economic conditions or
other pertinent factors indicate a different allowance 1s needed. Credits deemed uncollectible are charged to the
allowance. Provisions for credit losses and recoveries on loans previously charged off are added to the allowance.
Because of uncertainties associated with regional economic conditions, collateral values, and future cash flows on
impaired loans, it is reasonably possible that management’s estimate of credit losses inherent in the loan portfolio
and the related allowance may change materially in the near term.

Accrual of interest 1s discontinued on a loan when management believes, after considering economic and
business conditions and collection efforts that the borrower’s financial condition is such that collection of interest is
doubtful. When accrual of interest is discontinued, all unpaid accrued interest is reversed. Interest income is
subsequently recognized only to 'the extent cash payments are received in excess of principal due.

21




Income Taxes

Deferred taxes are recognized for differences between the financial statement and tax bases of assets and
liabilities that will result in taxable or deductible amounts in the future based on enacted tax laws and rates
applicable to the periods in which the differences are expected to affect taxable income.

Stock Based Compensation

The Company applies the provisions of Accounting Principles Board Opinion No. 25, “Accounting for Stock
Issued to Employees” and related interpretations, in accounting for its stock-based compensation plans. Under
Opinion 25, compensation cost is measured as the excess, if any, of the market price of the Company’s stock at the
date of the grant above the amount an employee must pay to acquire the stock. No compensation expense is
recognized when the exercise price is equal to the market value of the stock on the day of grant. The Financial
Accounting Standards Board (“FASB”) published SFAS No. 123, “Accounting for Stock-Based Compensation”
(SFAS No. 123) on January 1, 1996 which encourages, but does not require, companies to recognize compensation
expense for grants of stock, stock options and other equity instruments to employees based on fair value accounting
rules. Companies that do not adopt the fair value rules will continue to apply the existing rules, but are required to
disclose pro forma net income or loss under the new method.

New Accounting Pronouncements

FASB Statement 123R — On December 16, 2004, the Financial Accounting Standards Board (FASB) issued
FASB Statement No. 123, Share-Based Payments which is a revision of FASB No. 123, Accounting for Stock-
Based Compensation, Statement 123 (R) supersedes APB opinion No. 25, Accounting for Stock Issued to
Employees, and amends FASB Statement No. 95, Statement of Cash Flows. Generally, the approach in Statement
123 (R) is similar to the approach described in Statement 123, However, Statement 123 (R) requires all share-based
payments to employees, including grants of employee stock options, to be recognized in the income statement based
on their fair values. Pro forma disclosure is no longer an alternative. The provisions of this statement become
effective for our first quarter of 2006. The adoption of SFAS 123R will result in compensation expense for
instruments previously granted of approximately $78,000 annually.

Results of Operations

General

The following discussion analyzes the results of the Company for the year ended December 31, 2005, and in
some cases, the year ended December 31, 2004,

Net Income — General

The net loss for the vear ended December 31, 2005 was $1.58 million. This loss resulted from insufficient loan
volume during the period. '

The profitability of the Company’s consolidated operations depends primarily on net interest income, which is
defined as the difference between total interest earned on interest earning assets (investments and loans) and total
interest paid on interest bearing liabilities (deposits, borrowed funds). The Company’s net income is affected by its
provision for loan losses, as well as other income and other expenses. The provision for loan losses reflects the
amount considered to be adequate to cover probable credit losses in the loan portfolio. Non-interest income or other
income consists of service charges on deposits, gain on sale of loans, and other operating income. Other expenses
include salaries and employee benefits, occupancy expenses, professional fees, and other operating expenses.

Net interest income is affected by changes in the volume and mix of interest earning assets, the level of interest
rates earned on those assets, the volume and mix of interest bearing liabilities, and the level of interest rates paid on
those interest bearing liabilities. The provision for loan losses is dependent upon changes in the loan portfolio and
management’s assessment of the collectibility of the loan portfolio, as well as economic and market conditions.
Other income and other expenses are impacted by growth of operations and growth in the number of accounts
through both acquisitions and core banking business growth. Growth in operations affects other expenses as a result
of additional employees, branch facilities, and promotional marketing expense. Growth in the number of accounts
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affects other income including service fees, as well as other expenses such as computer services, supplies, postage,
telecommunications, and other miscellaneous expenses.

Net Interest Income

For the fiscal year ended December 31, 2005, the Company’s net interest income was $1,364,000. The
following table presents, for the years ended December 31, 2005 and 2004, the total dollar amount of interest
income from average interest earning assets, and the resultant yields, as well as the interest expense on average
interest bearing liabilities, and the resultant costs, expressed both in dollars and rates. The averages are computed
using the daily averages for each item noted during the 2005 fiscal year. Yields are reflected on an annualized basis.

Year Ended December 31,2004 Year Ended December 31, 2005
Average ‘ Average Average Average
Balance . Interest  Rate/Yield Balance Interest Rate/Yield
Assets:
Interest earnings assets: :
Net loans § 4,903,000 $ 56,000 6.83% § 17,231,000 § 1,380,000 8.01%
Securities of U.S. government ‘
agencies 577,000 . 5,000 5.19% 420,000 25,000 3.95%
Securities purchased under agreements l
to resell and federal funds sold 9,074,000 ° 31,000 2.04% 10,857,000 347,000 3.20%
Interest-earning deposits — — — 0.00%
Total interest-eamings assets 14,554,000 = 92,000 3.85% 28,508,000 1,752,000 6.15%
Total noninterest earnings assets 1,365,000 - — 0% 2,390,000 —
Total Assets $ 15,919,000 $ 92,000 $ 30,898,000 $ 1,752,000
Liabilities and Stockholders’
Equity:
Interest-bearing liabilities: ‘
Money market deposits $ 701,000 $ 1,966 1.71% § 8,717,000 $ 226,000 2.59%
NOW deposits 440,000 370 0.50% 835,000 6,000 0.72%
Savings deposits 131,000 289 1.34% 242,000 4,000 1.65%
Time certificates of deposit in
denominations of $100,000 or more 405,000 1,675 2.52% 2,799,000 98,000 3.50%
Other time deposits 165,000 | 735 2.71% 1,522,000 54,000 3.55%
Other borrowings — — — — — —
Total interest-bearing liabilities 1,842,000 5,035 1.66% 14,115,000 388,000 2.75%
Noninterest-bearing liabilities :
Noninterest-bearing deposits 644,000 3,875,000
Other liabilities — — — 52,000 — —
Total noninterest-bearing liabilities 644,000 3,927,000
Stockholders’ Equity 13,433,000 12,856,000
Total Liabilities and Stockholders’
Equity §$ 15919,000 - 3 30,898,000
Net interest income $ 87,000 $ 1,364,000
Net interest spread ‘ 2.12% 3.40%
Net interest margin 3.58% 4.79%

Changes in volume and changes in interest rates affected the Company’s interest income and interest expense.
The effect of these changes is typically displayed in a-volume, mix and rate analysis table which compares the
changes in income and expense over periods. Since the Company has a limited operating history, data to analyze
these changes is not currently available. :

Provision for Loan Losses

We determine a provision for loan losses that we consider sufficient to maintain an allowance to absorb
probable losses inherent in our portfolio as of the balance sheet date. For additional information concerning this
determination, see the section of this discussion and analysis captioned “A/lowance for Loan and Lease Losses.”
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The provision for loan losses for the years ended December 31, 2005 and 2004 were $300,000 and $100,000,
respectively.

Other Income

For the fiscal year ended December 31, 2005 and 2004, other income was $31,000 and $1,000, respectively,
attributable solely to service charges on depository accounts.

Other Expenses

For the fiscal year ended December 31, 2005, the Company’s expenses totaled $2,676,000, which consisted of
salaries and benefits of $1,393,000, occupancy expenses of $475,000, professional fees of $174,000, data processing
expenses of $177,000, and other operating expenses of $457,000.

For the fiscal year ended December 31, 2004, the Company’s pre-opening expenses totaled $948,000, which
consisted of professional fees for attorneys and accountants of $157,000, consulting fees for proposed management
of $293,000 and pre-opening operational expenses of $498,000. Offering expenses totaled $403,000. Pre-opening
operational expense included compensation expense for the bank staff, occupancy expenses for temporary offices
and the two bank facilities as well as ather operational expenses related to the opening of the Bank. The offering
expenses included the costs of a consultant, including temporary staff, who assisted in the fund raising efforts,
printed materials and the costs of the fundraising events.

For the period from November 2, 2004 (the date the Bank opened) until December 31, 2004 the other expense
for the Company totaled $362,000, which included salaries and employee benefits of $239,000, occupancy costs of
$60,000 and other operating expenses of $63,000.

Income Taxes

No federal tax expense has been recorded for the fiscal years ended December 31, 2005 and 2004 based upon
net operating losses. Based upon the Company’s limited operating history, the federal tax benefit or these losses has
been full reserved against. Cumulative net operating loss available to carry forward for tax purposes amounted to
approximately $2,300,000 as of December 31, 2005. This is lower than the losses per the financial statements as all
organizational costs are capitalized for income tax purposes.

Asset and Liability Management and Quantitative and Qualitative Disclosures About Market Risk

Interest rate risk is the most significant market risk affecting us. Other types of market risk, such as foreign
currency risk and commodity price risk, do not arise in the normal course of our business activities. Interest rate risk
can be defined as the exposure to a movement in interest rates that could have an adverse effect on our net interest
income or the market value of our financial instruments. The ongoing monitoring and management of this risk is an
important component of our asset and liability management process, which is governed by policies established by
the Bank’s Board of Directors and carried out by the Bank’s Investment/Asset-liability Committee. The
Investment/Asset-liability Committee’s objectives are to manage our exposure to interest rate risk over both the one
year planning cycle and the longer term strategic horizon and, at the same time, to provide a stable and steadily
increasing flow of net interest income. Interest rate risk management activities include establishing guidelines for
tenor and repricing characteristics of new business flow, investment security purchase and sale strategies, as well as
derivative financial instruments.

The Bank uses modeling software to prepare an interest rate risk simulation model on a quarterly basis. As of
December 31, 2005, the simulation model estimated that the Bank would experience a loss in net interest income if
rates were to decline during the coming year. This loss would result primarily from the large amount of earning
assets in the Fed Funds Sold category, which is subject to daily changes in rates. This risk is somewhat mitigated by
the large amount of deposits in the money market deposit category which is available for repricing if rates go down.
Management has been focused on growing the loan portfolio which has higher yields and allows management to
better control and estimate net interest income.
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Liquidity

As of December 31, 2005, the Company had $674,000 of liquidity. These funds can be used for Company
operations, investment and for later infusion into the Bank and other corporate activities. The primary source of
liquidity for the Company will be dividends paid by the Bank. The Bank is currently restricted from paying
dividends without regulatory approval which will not be granted until the accumulated deficit has been eliminated.
The Company had operating expenses for the year ended December 31, 2005 of $145,000.

The Bank’s liquidity is monitored by its staff, the Investment/Asset-Liability Committee and the Board of
Directors, who will review historical funding requirements, current liquidity position, sources and stability of
funding, marketability of assets, options for attracting additional funds, and anticipated future funding needs,
including the level of unfunded commitments.

The Bank’s primary sources of funds is retail and commercial deposits, loan and securities repayments, other
short-term borrowings, and other funds provided by operations. While scheduled loan repayments and maturing
investments are relatively predictable, deposit flows and early loan prepayments are more influenced by interest
rates, general economic conditions, and competition. The Bank maintains investments in liquid assets based upon
management’s assessment of (1) the need for funds, (2) expected deposit flows, (3) yields available on short-term
liquid assets, and (4) objectives of the asset/liability management program.

As loan demand increases, greater pressure will be exerted on the Bank’s liquidity. However, it is our intention
to maintain a conservative loan to deposit ratio in the range of 70-80% over time. Given this goal, we will not
aggressively pursue lending opportunities 1f sufficient funding sources (i.e., deposits, Fed Funds, etc.) are not
available, nor will we seek to attract transient volatile, non-local deposits with above market interest rates. As of
December 31, 2005, the loan to deposit ratio was 74%.

The Bank had cash and cash equivalents of $20.4 million, or 42% of total Bank assets and 58% of total Bank
deposits, at December 31, 2005. We believe that the Bank should have more than adequate liquidity to meet
anticipated future funding needs. '

The Bank is subject to various regulatory capital requirements administered by federal and state banking
agencies, which could affect its ability to pay dividends to the Company. Failure to meet minimum capital
requirements can initiate certain mandatory and discretionary actions by regulators that, if undertaken, could have a
direct material adverse effect on our financial statements. The minimum ratios required for the Bank to be
considered “well capitalized” for regulatory purposes, and therefore eligible to consider the payment of dividends to
the Company, will be 10% total capital to risk weighted assets, 6% tier 1 capital to risk weighted assets and 5% tier
1 capital to average assets. At December 31, 2005, the Bank was considered “well capitalized” by regulatory
standards.




Financial Condition

Loan Portfolio

Total net loans were $26,286,000 and $6,659,000 at December 31, 2005 and 2004, respectively. The following
tables set forth the composition of our loan portfolio:

Year Ended Year Ended
December 31, December 31,

2005 2004

Real estate — mortgage $10,342,000 $1,732,000
Lease financing — —
Other commercial and industrial 11,572,000 3,415,000
Consumer 753,000 176,000
Real estate-construction 3,619,000 1,336,000
Other loans — —

Total loans, net of unearned income $26,286,000 $6,659,000
Real estate — mortgage 39.34% 26.01%
Lease financing 0.00% 0%
Other commercial and industrial 44.02% 51.27%
Consumer 2.86% 2.64%
Real estate-construction 13.78% 20.08%

Total loans, net of unearned income 100.00% 100.00%

Commercial Loans ~ Our commercial loan portfolio is comprised of lines of credit for working capital and term
loans to finance equipment and other business assets. Our lines of credit typically are limited to a percentage of the
value of the assets securing the line. Lines of credit and term loans typically are reviewed annually and are
supported by accounts receivable, inventory, equipment and other assets of our client’s businesses. At December 31,
2005, funded loans totaled $11.6 million, approximately 44.0% of our total funded loans.

Consumer Loans — Our consumer loan portfolio consists of personal lines of credit and loans to acquire
personal assets such as antomobiles and boats. Our lines of credit generally have terms of one year and our term
loans generally have terms of three to five years. Our lines of credit typically have floating rates. At December 31,
2005, funded consumer loans totaled $753,000, approximately 2.86% of our total funded loans.

Real Estate Loans ~ Our real estate loan portfolio is comprised of construction loans and short term mortgage
loans. Construction loans consist primarily of single-family residential properties, have a term of less than one year
and have floating rates and commitment fees. We typically make construction loans to builders that have an
established record of successful project completion and loan repayment. Short term mortgage loans typically are
secured by commercial properties occupied by the borrower, have terms of three to seven years with both fixed and
floating rates. At December 31, 2005, funded real estate loans totaled $14.0 million, approximately 53.0% of our
total funded loans.

Loan concentrations are considered to exist when there are amounts loaned to a multiple number of borrowers
engaged in similar activities that would cause them to be similarly impacted by economic or other conditions. At
December 31, 2005, our commercial loan portfolio included $7.6 million of loans, approximately 29.0% of our total
funded loans, to fund the purchase of dental practices. We believe that these loans are well secured to credit worthy
borrowers and are diversified geographically. As new loans are generated and the Bank continues to grow, the
percentage of the total loan portfolio creating the foregoing concentration may remain constant thereby continuing
the risk associated with industry concentration.

Management may renew loans at maturity when requested by a customer whose financial strength appears to
support such a renewal or when such a renewal appears to be in the best interest of the Bank. The Bank requires
payment of accrued interest in such instances and may adjust the rate of interest, require a principal reduction, or
modify other terms of the loan at the time of renewal.




As of December 31, 2005, 38% of the loan portfolio consisting of commercial, consumer and real estate loans,
or $10.1 million, matures or reprices within one year or less. $6.8 million of these loans, or 67%, are variable rate
loans. The following table presents the contractual maturity ranges for commercial, consumer and real estate loans
outstanding at December 30, 2005, and also presents for each maturity range the portion of loans that have fixed
interest rates or interest rates that fluctuate over the life of the loan in accordance with changes in the interest rate
environment as represented by the base rate:

As of December 31, 2005
Over 1 Year Through
One Year or Less 5 Years Over 5 Years
Floating or : Floating or Floating or
Adjustable Adjustable Adjustable
Fixed Rate Rate Fixed Rate Rate Fixed Rate Rate Total
Real estate — construction $ 671,000 $ 2,848,000: 447,000 $ — § — 3 — § 3,966,000
Real estate — mortgage 318,000 — 485,000 — 7,092,000 2,100,000 9,995,000
Other commercial
and industrial 2,051,000 3,891,000 148,000 3,435,000 — 2,047,000 11,572,000
Consumers 221,000 112,000 240,000 — 180,000 — 753,000
Other loans = = — — — — —
Total $ 3,261,000 $ 6,851,000 - § 1,320.000 $ 3435000 $ 7,272,000 $ 4,147,000 $ 26,286,000
Investment Securities

The primary purposes of the investment portfolio are to provide a source of earnings for liquidity management
purposes, to provide collateral to pledge against public deposits, and to control interest rate risk. In managing the
portfolio, the Bank seeks to attain the objectives of safety of principal, liquidity, diversification, and maximized
return on investment.

At December 31, 2005 and 2004, the Bank’s securities consisted solely of Federal Reserve Bank Stock, having
an amortized cost of $420,000 and an estimated fair value of $420,000. The weighted average yield for the stock is
6%.

Nonperforming Assets

Nonperforming loans consist of nonaccrual, past due and restructured loans. A past due loan is an accruing loan
that is contractually past due 90 days or more as to principal or interest payments. Loans for which management
does not expect to collect interest in the normal course of business are placed on nonaccrual or are restructured.
When a loan is placed on nonaccrual, any interest previously accrued but not yet collected is reversed against current
mcome unless, in the opinion of management, the outstanding interest remains collectible. Thereafter, interest is
included in income only to the extent of cash received. A loan is restored to accrual status when all interest and
principal payments are current and the borrower has demonstrated to management the ability to make payments of
principal and interest as scheduled.

A “troubled debt restructuring” is a restructured loan upon which interest accrues at a below market rate or upon
which certain principal has been forgiven so as to aid the borrower in the final repayment of the loan, with any
interest previously accrued, but not yet collected, being reversed against current income. Interest is accrued based
upon the new loan terms.

At December 31, 2005, we had $96,000 of loans that were on nonaccrual. Additionally, no loans were
contractually past due 90 days which continued to accrue interest. We had no repossessed real estate or other assets
at December 31, 2005.

At December 31, 2004, we had no nonaccrual loans. Additionally, no loans were contractually past due 90 days
which continue to accrue interest. We had no significant investment in repossessed real estate or other assets at
December 31, 2004,

A potential problem loan is defined as a loan where information about possible credit problems of the borrower
is known, causing management to have serious doubts as to the ability of the borrower to comply with the present
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loan payment terms and which may result in the inclusion of such loan in one of the nonperforming asset categories.
We maintain an internally classified loan list that helps management assess the overall quality of the loan portfolio
and the adequacy of the allowance for loan losses. Loans classified as “special mention” are those that contain a
weakness that, if left unattended, could develop into a problem affecting the ultimate collectibility of the loan. Loans
classified as “substandard” are those loans with clear and defined weaknesses such as highly leveraged positions,
unfavorable financial ratios, uncertain repayment resources or poor financial condition, which may jeopardize
recoverability of the loan. Loans classified as “doubtful” are those loans that have characteristics similar to
substandard loans, but also have an increased risk that loss may occur or at least a portion of the loan may require a
charge-off if liquidated at present. Although loans classified as substandard do not duplicate loans classified as
doubtful, both substandard and doubtful loans may include some loans that are past due at least 90 days, are on
nonaccrual status or have been restructured. Loans classified as “loss™ are those loans that are in the process of being
charged-off. The Bank had no loans classified in these categories at December 31, 2004. At December 31, 2005, the
Bank had a total of $146,000 of loans classified in these categories.

Allowance for Loan Losses

Implicit in our lending activities is the fact that loan losses will be experienced and that the risk of loss will vary
with the type of loan being made and the creditworthiness of the borrower over the term of the loan. To reflect the
currently perceived risk of loss associated with our loan portfolio, additions are made to our allowance for loan
losses in the form of direct charges against income and allowance is available to absorb possible loan losses. The
factors that influence the amount include, among others, the remaining collateral and/or financial condition of the
borrowers, historical loan loss, changes in the size and composition of the loan portfolio, and general economic
conditions.

The amount of the allowance equals the cumulative total of the provisions made from time to time, reduced by
loan charge-offs and increased by recoveries of loans previously charged-off. Until management has adequate
historical data upon which to base the estimate of the allowance for loan losses, a balance of approximately 1.5% of
the outstanding principal will be used unless additional information regarding the ability of the borrower to repay the
loan, current economic conditions or other pertinent factors indicate a different allowance is needed. Thus, our
allowance was $400,000 and $100,000 of outstanding principal as of December 31, 2005 and 2004, respectively.

Credit and loan decisions are made by management and the Board of Directors in conformity with loan policies
established by the board of directors. The Bank’s practice is to charge-off any loan or portion of a loan when the
loan is determined by management to be uncollectible due to the borrower’s failure to meet repayment terms, the
borrower’s deteriorating or deteriorated financial condition, the depreciation of the underlying collateral, the loan’s
classification as a loss by regulatory examiners, or other reasons. During the years ended December 31, 2005 and
2004, we did not incur any charge-offs.

The following table sets forth the specific allocation of the allowance for year ended December 31, 2005 and
2004 and the percentage of allocated possible loan losses in each category to total gross loans. An allocation for a
loan classification is only for internal analysis of the adequacy of the allowance and is not an indication of expected
or anticipated losses:

As of December 31, 2005 As of December 31, 2004
Loan Loan
Category Category
to Gross to Gross
Amt Loans Amt Loans
Allocated:
Real estate — construction $ 57,000 14.15% § 20,080 20.08%
Real estate — secured 143,000 35.66% 26,000 26.00%
Commercial and industrial 189,000 47.50% 51,280 51.28%
Consumers 11,000 2.69% 2,640 2.64%
Leases — —
Other loans — — —
Total allowance for loan and lease losses $ 400,000 100.00% § 100,000 § 100.00%
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Sources of Funds

General

Deposits, short-term and long-term borrowings, loan and investment security repayments and prepayments,
proceeds from the sale of securities, and cash flows generated from operations are the primary sources of our funds
for lending, investing, and other general purposes. Loan repayments are a relatively predictable source of funds
except during periods of significant interest rate declines, while deposit flows tend to fluctuate with prevailing
interests rates, money markets conditions, general economic conditions, and competition.

Deposits

The Bank offers a variety of deposit accounts with a range of interest rates and terms. Core deposits consist of
checking accounts (non-interest bearing), “NOW? accounts, savings accounts, and non-public certificates of deposit.
These deposits, along with public fund deposits and short-term borrowings, are used to support the Bank’s asset
base. Deposits are obtained predominantly from the geographic trade areas swrrounding the Bank’s office locations.
The Bank relies primarily on customer service and long-standing relationships with customers to attract and retain
deposits; however, market interest rates and rates offered by competing financial institutions significantly affect the
Bank’s ability to attract and retain deposits.

The following table sets forth our average deposit account balances and average cost of funds for each category
of deposits:

Year Ended December 31, 2005
Average Percent of Average
Balance Deposits Rate

(Dollars in thousands)

Noninterest-bearing demand deposits $ 3,875,000 21.54% —%
Money market deposits l 8,717,000 48.45 2.59
NOW deposits 835,000 4.64 0.67
Savings deposits 242,000 1.35 1.44
Time certificates of deposit in denominations of .
$100,000 or more _ 2,799,000 15.56 3.52
Other time deposits ‘ 1,523,000 8.47 3.56
Total deposits $ 17,991,000 100.00% 2.75%

The following table sets forth the maturities of time deposits of $100,000 or more as of December 31, 2005 and
2004: 1

December 31, December 31,

2005 2004
Three months or less $ 340,000 §$ 250,000
Over three months through six months 4,524,000 950,000
Over six months through 12 months 1,809,000 —
Over 12 months 1,543,000 —_
Total $8,216,000 $1,200,000
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Return on Equity and Assets

The following table sets forth certain information regarding the Company’s return on equity and assets for the
years ended December 31, 2005 and 2004:

At At
December 31, December 31,
2005 2004
Return of assets -4.65% -8.34%
Return on equity - -1117% -11.93%
Dividend payout ratio 0.00% 0%
Equity to assets ratio 41.61% 70%

Borrowings

The Company has access to a variety of borrowing sources and uses short-term borrowings to support its asset
base. Short-term borrowings include federal funds purchased and advances from Federal Home Loan Bank with
remaining maturities less than one year. In addition, the Company’s organizers advanced funds for organizational
and other pre-opening expenses. The advances were non-interest bearing and had no stated maturity. The Company
repaid the advances with shares of its common stock in 2004.

At December 31, 2005, the Company had outstanding loan origination commitments and unused commercial
and retail lines of credit of $8,207,000 and no standby letters of credit.

At December 31, 2004, the Company had outstanding loan origination commitments and unused commercial
and retail lines of credit of $2,124,000 and no standby letters of credit. Management believes the Bank has sufficient
funds available to meet current origination and other lending commitments. Certificates of deposit that are scheduled
to mature within one year totaled $9,249,000 and $1,478,000 at December 31, 2005 and 2004, respectively.

The following table summarizes the Bank’s significant contractual obligations and other potential funding needs
at December 31, 2005 and 2004.

As of December 31, 2005 As of December 31, 2004
One Over One Over
Year Three Year Three
to Years to Over to Years to Over
Less than Three Five Five Less than Three Five Five
One Year Years Years Years One Year Years Years Years
Time deposits $ 9,249.000 $ 876,000 $ 1,181,000 — $ 1,478,000 $ 6,000 $ — § —
Capital leases — — : — — — — — —
Operating leases 164,000 328,000 318.000 484,000 164,124 328,248 335,081 631,877
Total $ 9,413,000 $ 1,204,000 $ 1,499,000 $ 484,000 § 1,642,124 $ 334248 $ 335,081 $ 631,877

Off-Balance Sheet Arrangements

Neither the Company nor the Bank has any material off-balance sheet arrangements.

Capital Resources

The risk-based capital regulations established and administered by the banking regulatory agencies discussed
previously are applicable to the Bank. Risk-based capital guidelines are designed to make regulatory capital
requirements more sensitive to differences in risk profiles among banks, to account for off-balance sheet exposure,
and to minimize disincentives for holding liquid assets. Under the regulations, assets and off-balance sheet items are
assigned to broad risk categories, each with appropriate weights. The resulting capital ratios represent capital as a
percentage of total risk weighted assets and off-balance sheet items. Under the prompt corrective action regulations,
to be adequately capitalized a bank must maintain minimum ratios of total capital to risk-weighted assets of 8.00%,
Tier 1 capital to nisk-weighted assets of 4.00%, and Tier 1 capital 1o total assets of 4.00%. Failure to meet these




capital requirements can initiate certain mandatory, and possibly additional discretionary, actions by regulators that,
if undertaken, could have a direct material effect on the Bank’s financial statements.

As of December 31, 2005, the most recent notification from the federal banking regulators categorized the Bank
as well-capitalized. A well-capitalized institution must maintain a minimum ratio of total capital to risk-weighted
assets of at least 10.00%, a minimum ratio of Tier 1 capital to risk weighted assets of at least 6.00%, and a minimum
ratio of Tier 1 capital to total assets of at least 5.00% and must not be subject to any written order, agreement, or
directive requiring it to meet or maintain a specific capital level. There are no conditions or events since that
notification that the Bank’s management believes have changed capital classification.

The Bank was in full compliance with all applicable capital adequacy requirements as of December 31, 2005
and 2004. The required and actual amounts and ratios for the Bank as of December 31, 2005 and 2004, are presented
below:

To Be Well
Capitalized
For Capital Under Prompt
Adequacy Corrective Action
Actual Purposes Problems
Amount Ratio Amount  Ratio Amount Ratio
(Dollars in Thousands)
As of December 31, 2004
Total Capital (to risk-weighted assets) $ 13,725 150.77% $ 1,098 >8% § 910 >10%
Tier 1 capital (to risk-weighted assets) $ 13,625 149.68% $ 364 >4% $§ 546 >6%
Tier 1 capital (to average assets) $ 13,625 8294% § 657 >4% $ 821 >5%
As of December 31, 2005 ‘
Total Capital (to risk-weighted assets) $ 12,584 - 3993% § 2,521 >8% §$§ 3,151 >10%
Tier 1 capital (to risk-weighted assets) $ 12,190 38.68% $ 1,260 >4% §$ 1,890 >6%
Tier 1 capital (to average assets) $ 12,190 29.60% $ 1,647 >4% $ 2,059 >5%

Item 7. Financial Statements.

The consolidated financial statements, the reports thereon, the notes thereto and supplementary data commence
at page F-1 of this Report.

Item 8. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

Not applicable.

Item 8A. Controls and Procedures.

As of the end of the quarter ended December 31, 2005, we carried out an evaluation, under the supervision and
with the participation of our management, including our chief executive officer and chief financial officer, of the
effectiveness of the design and operation of cur “disclosure controls and procedures,” as such term is defined under
Exchange Act Rule 15d-15(e).

Based on this evaluation, our chief executive officer and chief financial officer concluded that, as of the end of
the fiscal quarter ended December 31, 2005, such disclosure controls and procedures were effective to ensure that
information required to be disclosed by us in the reports we file or submit under the Exchange Act is: (a) recorded,
processed, summarized and reported within the time periods specified in the rules and forms of the Securities and
Exchange Commission, and (b) accumulated and communicated to our management, including our chief executive
officer and chief financial officer, as appropriate to allow timely decisions regarding required disclosure.

There were no changes in our internal controls over financial reporting during the quarter ended December 31,
2005 that materially affected, or were reasonably likely to materially affect, our internal control over financial
reporting. ‘
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Item 8B. Other Information.

Not applicable.

PART III

Item 9. Directors, Executive Officers, Promoters and Control Persons; Compliance with Section 16(a) of the
Exchange Act.

Information concerning the Company’s directors and executive officers will appear in the Company’s Proxy
Statement for the 2006 Annual Meeting of Shareholders, to be filed pursuant to Regulation 14A on or before April
30, 2006, under the caption “Election of Directors” and “Executive Officers.” Such information is incorporated
herein by reference.

Information concerning compliance with Section 16(a) of the Securities Exchange Act of 1934, as amended,
will appear in the Company’s Proxy Statement for the 2006 Annual Meeting of Stockholders, to be filed pursuant to
Regulation 14A on or before April 30, 2006, under the caption “Section 16(a) Beneficial Ownership Reporting
Compliance.” Such information is incorporated herein by reference,

Information concerning the Company’s Code of Ethics will appear in the Company’s Proxy Statement for the
2006 Annual Meeting of Stockholders, to be filed pursuant to Regulation 14A on or before April 30, 2006, under the
caption “Code of Ethics.” Such information is incorporated herein by reference.

Item 10. Executive Compensation.

Information in response to this item will appear in the Company’s Proxy Statement for the 2006 Annual
Meeting of Shareholders, to be filed pursuant to Regulation 14A on or before April 30, 2006, under the captions
“Executive Compensation,” “Director Compensation,” and “Compensation Committee.” Such information is
incorporated herein by reference.

Item 11, Security Ownership of Certain Beneficial Owners and Management and Related Shareholder
Matters.

Information concerning security ownership of certain beneficial owners and management will appear in the
Company’s Proxy Statement for the 2006 Annual Meeting of Shareholders, to be filed pursuant to Regulation 14A
on or before April 30, 2006, under the caption “Security Ownership of Certain Beneficial Owners and
Management.” Such information is incorporated herein by reference.

Item 12. Certain Relationships and Related Transactions.

Information concerning certain relationships and related transactions will appear in the Company’s Proxy
Statement for the 2006 Annual Meeting of Shareholders, to be filed pursuant to Regulation 14A on or before April
30, 2006, under the caption “Certain Relationships and Related Transactions.” Such information is incorporated
herein by reference.




Item 13. Exhibits.

Number Description

3.1 Articles of incorporation*

32 Bylaws*

10.1 First Metroplex Capital, Inc. 20035 Incentive Plan** +

10.2 Form of Incentive Stock Option Agreement** +

10.3 Form of Non-Qualified Stock Option Agreement** +

104 First Metroplex Capital, Inc. Organizers’ Warrant Agreement dated November 2, 2004*

10.5 First Metroplex Capital, Inc. Shareholders’ Warrant Agreement dated November 2, 2004*

10.6 First Metroplex Capital, Inc. 2004 Stock Incentive Plan*+

10.7 Form of Employment Agreement by and between First Metroplex Capital, Inc. and Patrick Adams*+

10.8 Form of Employment Agreement by and between First Metroplex Capital, Inc. and J. Christopher
Newtown*+

10.9 Consulting Agreement by and between First Metroplex Capital, Inc. and Patrick Adams*+

10.10 Consulting Agreement by and between First Metroplex Capital, Inc. and J. Christopher Newtown*+

10.11 Form of Employment Agreement by and between First Metroplex Capital, Inc. and Steven Jones¥+

21 Subsidiaries of First Metroplex Capital, Inc.

23 Consent of Weaver and Tidwell L.L.P.

31.1 Rule 13a-14(a) Certification of Chief Executive Officer.

31.2 Rule 13a-14(a) Certification of Chief Financial Officer.

32 Certification Pursuant to Rule 14d-14(b) of the Securitics Exchange Act and 18 U.S.C. Sec.1350

*  Incorporated by reference from the Registration Statement on Form SB-2 filed by the Registrant with the SEC
on December 15, 2003 (file no. 333-111153).

** Incorporated by reference from the Registration:Statement on Form S-8 filed by the Registrant with the SEC on
September 20, 2005 (file no. 333-128456).

+ Indicates a compensatory plan or contract. |

Item 14. Principal Accountant Fees and Services.

Information concerning principal accounting fees and services will appear in the Company’s Proxy Statement
for the 2006 Annual Meeting of Sharecholders, to be filed pursuant to Regulation 14A on or before April 30, 2006,
under the caption “Independent Public Accountants.” Such information is incorporated herein by reference.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Exchange Act, the Registrant caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.

FIRST METROPLEX CAPITAL, INC.

Date: March 30, 2006 By: /s/ Patrick G. Adams
Patrick G. Adams
Chief Executive Officer
(Executive, Financial and Accounting Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the Registrant and in the capacities and on the dates indicated.

Signature Title Date
/s/ Patrick G. Adams Director March 30, 2006
Patrick G. Adams
/s/ Stanley E. Allred Director March 30, 2006
Stanley E. Alired
/s/ Dan Basso Director March 30, 2006
Dan Basso
/s/ Frankie Basso Director March 30, 2006
Frankie Basso
/s/ David Carstens Director March 30, 2006
David Carstens
/s/ Ron Denheyer Director March 30, 2006
Ron Denheyer
/s/ Mark Foglietta Director March 30, 2006
Mark Foglietta
/s/ Hunter Hunt Director March 30, 2006
Hunter Hunt
/s/ Eric Langford Director March 30, 2006
Eric Langford
/s/ Steven M. Lugar Director March 30, 2006

Steven M. Lugar, CFP

/s/ Charles M. Mapes, III Director March 30, 2006
Charles M. Mapes, 111

/s/ Thomas McDougal Director March 30, 2006
Thomas McDougal, DDS

/s/ Daniel Mever Director March 30, 2006
Daniel Meyer
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Signature ‘ Title Date

/s/ Anthony Pusateri Director March 30, 2006
Anthony Pusateri "

/s/ Gordon R. Youngblood Directoxf March 30, 2006
Gordon R. Youngblood

/s/ Frank Hundley Director March 30, 2006
Frank Hundley

/s/ James Rose Director: March 30, 2006
James Rose ‘

/s/ Cyvia Noble Director March 30, 2006
Cyvia Noble

/s/ Steven Jones Director March 30, 2006

Steven Jones
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and
Shareholders

We have audited the accompanying consolidated balance sheets of First Metroplex Capital, Inc. (the Company)
as of December 31, 2005 and 2004, and the related consolidated statements of operations, changes in stockholders’
equity and cash flows for the years then ended. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of First Metroplex Capital, Inc. as of December 31, 2005 and 2004, and the consolidated results of
their operations and cash flows for the years then ended in conformity with accounting principles generally accepted
in the United States of America. f

WEAVER AND TIDWELL, L.L.P.

Fort Worth, Texas
March 15, 2006
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FIRST METROPLEX CAPITAL, INC.

CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2005 AND 2004

2005 2004
ASSETS

Cash and due from banks $ 2933000 $ 843,000
Federal funds sold 17,485,000 11,565,000
Total cash and cash equivalents 20,418,000 12,408,000
Investments
Restricted 420,000 420,000
Loans, less allowance for credit losses of $400,000

and $100,000 25,886,000 6,559,000
Bank premises and equipment, net 1,100,000 1,181,000
Other assets 192,000 115,000
Total Assets $ 48,016,000 $ 20,683,000

LIABILITIES AND STOCKHOLDERS’ EQUITY

Liabilities
Demand deposits
Noninterest bearing $ 7,119,000 $ 1,739,000
Interest bearing 16,390,000 2,996,000
Time deposits $100,000 and over 8,216,000 1,200,000
Other time deposits 3,339,000 284,000
Total deposits 35,064,000 6,219,000
Other liabilities 76,000 9,000
Total liabilities 35,140,000 6,228,000
Stockholders’ Equity
Common stock, $0.01 par value 10,000,000 shares authorized

1,680,000 shares issued and outstanding 17,000 17,000
Additional paid-in capital 16,382,000 16,380,000
Retained deficit (3,523,000) (1,942,000)
Total stockholders’ equity 12,876,000 _ 14,455,000

Total Liabilities and Stockholders’ Equity $ 48,016,000 § 20,683,000




FIRST METROPLEX CAPITAL, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
YEARS ENDED DECEMBER 31, 2005 AND 2004

2005 2004
Interest Income
Interest and fees on loans $ 1,380,000 § 56,000
Investment securities
Restricted ‘ 25,000 4,000
Available for sale — 1,000
Federal funds sold : 347,000 31,000
Total interest income 1,752,000 92,000
Interest Expense !
Deposits 388,000 5,000
Interest income, net 1,364,000 87,000
Provision for Crédit Losses ‘ 300,000 100,000
Interest income (loss) after provision for credit losses 1,064,000 (13,000)
Other Income ‘
Service fees , 31,000 1,000

31,000 1,000

Other Expenses
Salaries and employee benefits 1,393,000 239,000
Occupancy expense 475,000 60,000
Professional fees ‘ 174,000 8,000
Data processing 177,000 23,000
Other operating expenses 457,000 32,000

2,676,000 362,000
Loss from operations (1,581,000) (374,000}
Preopening costs | — (948,000)
Net Loss $ (1,581,000) $ (1,322,000)
Net loss per weighted average share | 3 054 § (0.79)
Weighted average shares outstanding 1,680,000 1,680,000
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FIRST METROPLEX CAPITAL, INC.

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS® EQUITY

Balance,
January 1, 2004

Sale of common stock
net of offering expenses
of $403,000

Comprehensive income
Net loss
Total comprehensive loss

Balance,
December 31, 2004

Exercise of stock
warrants at $12.50 per
share

Comprehensive income
Net loss
Total comprehensive loss

Balance,
December 31, 2005

YEARS ENDED DECEMBER 31, 2005 AND 2004

Accumulated
Additional Other
Shares Common Paid-in Retained Comprehensive
Outstanding Stock Capital Deficit Income Total
— — 3 — § (620,000) $ — § (620,000)
1,680,000 17,000 16,380,000 16,397,000
(1,322,000)
(1,322,000)
1,680,000 17,000 16,380,000 (1,942,000) — 14,455,000
150 — 2,000 2,000
(1,581,000)
(1,581,000)
$1,680,150 $17,000 $16,382,000 $(3,523,000) $ —  $12,876,000




FIRST METROPLEX CAPITAL, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2665 AND 2004

Cash Flows from Operating Activities

Net loss

Adjustments to reconcile net loss to net cash used in operating activities

Provision for credit losses
Depreciation expense

Changes in operating assets and liabilities:

Other assets
Qther liabilities

Net cash used in operating activities

Cash Flows from Investing Activities

Purchase of restricted investment securities
Purchase of securities available for sale

Proceeds on maturity of securities available for sale

Net change in loans

Purchases of bank premises and equipment

Net cash used in investing activities

Cash Flows from Financing Activities

Sale of common stock

Offering costs

Advances from (repayment to) organizers
Net change in demand deposits

Net change in time deposits

Net cash provided by financing activities

Net increase in cash and cash equivalents

Cash and Cash Equivalents, beginning of year

Cash and Cash Equivalents, end of year

Supplemental Disclosure of Cash Flow Information

Interest paid
Income taxes paid

|
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2005

2004

$  (1,581,000)

$  (1,322,000)

300,000 100,000
200,000 21,000
(77,000) (30,000)

67,000 (3,000)
(1,091,000) (1,234,000)
— (420,000)
— (10,000,000)
— 10,000,000
(19,627,000) (6,659,000)
(119,000) (1,175,000)
(19,746,000) (8,254,000)
2,000 14,195,000
— (403,000)
— 1,542,000
18,774,000 1,739,000
10,071,000 4 480,000
28,847,000 21,553,000
8,010,000 12,065,000
12,408,000 343,000

$ 20418000 $ 12,408,000

$ 375000 $ 5,000

$ — —




FIRST METROPLEX CAPITAL, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1. Summary of Significant Accounting Policies

Organization and Nature of Operations

First Metroplex Capital, Inc. (“the Company) was incorporated on December 23, 2002 for the purpose of
holding the common stock of T Bank, N.A. (“the Bank™). For the period from December 23, 2002 (date of
inception) to November 2, 2004, the Company was in a development stage engaging in the preparation of
applications for regulatory approvals, raising capital, financial planning, and systems development, acquisition of
equipment and facilities and recruiting activities. On October 29, 2004 the Company completed an offering of
1,680,000 shares of its common stock at a price of $10 per share. The gross proceeds from the offering totaled
$16,800,000.

The Bank began operations on November 2, 2004. The Bank provides a full range of banking services to
individuals and corporate customers with two banking facilities serving North Dallas, Addison, Plano, Frisco and
surrounding Texas communities. The bank is subject to competition from other local, regional, and national
financia) institutions and is also subject to the regulations of certain federal agencies.

The accompanying consolidated financial statements include the accounts of the Company and its wholly-
owned subsidiary, T Bank N.A. All significant intercompany transactions have been eliminated in consolidation.

Cash Equivalents and Statement of Cash Flows

Due from banks, cash on hand, federal funds sold and all other highly liquid investments purchased with an
original maturity of three months or less are considered to be cash and cash equivalents. Generally, federal funds are
purchased and sold for one day periods. From time to time, deposits with correspondent banks will exceed amounts
insured by the FDIC. Management does not anticipate any losses and evaluates the correspondent bank’s financial
status on a regular basis.

The company is required to have certain levels of cash on hand or on deposit with the Federal Reserve to meet
regulatory reserve and clearing requirements.

Loans

Loans that management has the intent and ability to hold for the foreseeable future or until maturity or pay-off
are stated at the principal amount outstanding, net of unearned interest, deferred loan fees and the allowance for
credit losses. Interest earned, both fixed and variable rates, is credited to operations based on the principal balances
outstanding. Unearned interest and deferred loan fees are capitalized and recognized as income over the terms of the
loan using the effective interest method.

The Company grants commercial, real estate and consumer loans to customers. Although the Company
anticipates having a diversified loan portfolio, a substantial portion of its debtors” ability to honor their loan
contracts is dependent upon the local economy. The Company’s loan policy for requiring collateral is based upon a
number of factors including amount and purpose of loan, length of term, past credit history, financial strength and
liguidity of the borrower.

Loan origination and commitment fees, as well as certain direct loan origination and commitment costs, are
deferred and amortized as a yield adjustment over the lives of the related loans using the interest method.

Impaired loans are accounted for at the net present value of expected future cash flows, discounted at the loan’s
effective interest rate, the observable market price of the loan or at the fair value of the collateral if the loan is
collateral dependent.




FIRST METROPLEX CAPITAL, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1. Summary of Significant Accounting Policies — (continued)

Allowance for Credit Losses

The allowance for credit losses is maintained at a level considered adequate to provide for losses that can be
reasonably anticipated. Until management has adequate historical data upon which to base the estimate of the
allowance for credit losses, a balance of approximately one and one half percent of the outstanding principal is used
unless additional information regarding the ability of the borrower to repay the loan, current economic conditions or
other pertinent factors indicate a different allowance is needed. Credits deemed uncollectible are charged to the
allowance. Provisions for credit losses and recoveries on loans previously charged off are added to the allowance.
Because of uncertainties associated with regional economic conditions, collateral values, and future cash flows on
impaired loans, it is reasonably possible that management’s estimate of credit losses inherent in the loan portfolio
and the related allowance may change materially in the near term.

Accrual of interest is discontinued on a loan when management believes, after considering economic and
business conditions and collection efforts, that the borrower’s financial condition is such that collection of interest is
doubtful. When accrual of interest is discontinued, all unpaid accrued interest is reversed. Interest income is
subsequently recognized only to the extent cash payments are received in excess of principal due.

Investment Securities

The Bank has investments in stock of the Federa] Reserve System and is required for participation in the
services offered. These investments are classified as restricted and are recorded at cost.

Leasehold Improvements, Furniture and Equipment

Leasehold improvements, furniture and equipment are stated at cost less accumulated depreciation.
Depreciation is computed by the straight-line method at rates based on the estimated useful lives of the related
assets. Useful lives for equipment is normally between 3 and 10 years. Leasehold improvements are depreciated
over the lease term or estimated life, whichever is shorter. Repair and maintenance costs are expensed as incurred.

Income Taxes

Deferred taxes are recognized for differences between the financial statement and tax bases of assets and
liabilities that will result in taxable or deductible amounts in the future based on enacted tax laws and rates
applicable to the periods in which the differences are expected to affect taxable income.

Use of Esﬁmates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and
the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those
estimates. i

Stock Based Compensation

The Company applies the provisions of Accounting Principles Board Opinion No. 25, “Accounting for Stock
Issued to Employees™ and related interpretations, in accounting for its stock-based compensation plans. Under
Opinion 25, compensation cost is measured as the excess, 1f any, of the market price of the Company’s stock at the
date of the grant above the amount an employee must pay to acquire the stock. No compensation expense is
recognized when the exercise price is equal to the market value of the stock on the day of grant. The Financial
Accounting Standards Board (“FASB”) published SFAS No. 123, “Accounting for Stock-Based Compensation”
(SFAS No. 123) on January 1, 1996 which encourages, but does not require, companies 1o recognize compensation
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FIRST METROPLEX CAPITAL, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Summary of Significant Accounting Policies — (continued)

expense for grants of stock, stock options and other equity instruments to employees based on fair value accounting
rules. Companies that do not adopt the fair value rules will continue to apply the existing rules, but are required to
disclose pro forma net income or loss under the new method.

The following table reflects charges calculated under SFAS No. 123 for the stock options and warrants of
$91,000 and $46,000 for the years ended December 31, 2005 and 2004, respectively.

2005 2004
Net income (loss)
As reported $(1,581,000)  $(1,322,000)
Pro forma (1,672,000)  (1,368,000)
Net income (loss) per share
As reported
Basic (0.94) (0.79)
Diluted (0.94) (0.79)
Pro forma
Basic (1.00} (0.81)
Diluted (1.00) (0.81)

Earnings Per Share

Eamings per share are computed in accordance with SFAS No. 128, which requires dual presentation of basic
and diluted earnings per share (EPS) for entities with complex capital structures. Basic EPS is based on net income
divided by the weighted-average number of shares outstanding during the period. Diluted EPS includes the dilutive
effect of patential common stock using the treasury stock method only if the effect on earnings per share is dilutive.

Earnings per common share are computed by dividing net income by the weighted-average number of shares
outstanding for the year. The weighted-average number of common shares outstanding for basic and diluted
earnings per share computations was 1,680,000 for the years ended December 31, 2005 and 2004. For the year
ended December 31, 2004, all shares issued upon formation of the Company were considered outstanding from the
beginning of the period.

The Company reported net loss for the years ended December 31, 2005 and 2004. Accordingly, the dilutive
effect of stock options and warrants is not considered in the net loss per share calculations for these periods as the
impact would have been antidilutive,

Comprehensive Income

Accounting principles generally require that recognized revenue, expenses, gains and losses be included in net
income. Although certain changes in assets and liabilities, such as unrealized gains and losses on available for sale
securities, are reported as a separate component of the equity section of the balance sheet, such items, along with net
income, are components of comprehensive income.

Advertising

Advertising costs are expensed as incurred. Total expense for the year ended December 31, 2005 was $86,000.

New Accounting Pronouncements

FASB Statement [23R — On December 16, 2004, the Financial Accounting Standards Board (FASB) issued
FASB Statement No. 123 (revised 2004), Share-Based Payments which is a revision of FASB No. 123, Accounting
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FIRST METROPLEX CAPITAL, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Summary of Significant Accounting Policies — (continued)

for Stock-Based Compensation, Statement 123 (R) supercedes APB opinion No. 25, Accounting for Stock Issued to
Employees, and amends FASB Statement No. 95, Statement of Cash Flows. Generally, the approach in Statement
123 (R) 1s similar to the approach described in Statement 123. However, Statement 123 (R) requires all share-based
payments to employees, including grants of employee stock options, to be recognized in the income statement based
on their fair values. Pro forma disclosure is no longer an alternative. The provisions of this statement become
effective for our first interim period of 2006. The adoption of SFAS 123R will result in compensation expense for
instruments previously granted of approximately $78,000 annually.

Note 2. Loans

The components of loans at December 31, 2005 and 2004 are summarized as follows:

2005 2004
Commercial $11,572,000 $3,415,000
Consumer installment 1’ 753,000 176,000
Real estate ’ 13,961,000 3,068,000
. 26,286,000 6,659,000
Less allowance for loan losses : 400,000 100,000

$25,886,000 §6,559,000

The change in the allowance for credit losses for 2005 and 2004 is as follows:

2005 2008
Balance at beginning of year $100,000 $ —
Provision charged to operations 300,000 100,000
Loans charged off — —
Recoveries of loans previously charged off — —
Balance at end of year l $400,000  $100,000

At December 31, 2005, the commercial loan portfolio included $7,600,000 to fund the purchase of dental
practices.

2005 2004
Impaired loans were as follows: ‘

Year end loans with allowance allocated $ 96,000 3$—
Year end loans with no allowance allocated 50,000 —
Impaired loans ! 146,000 —
Amount of allowance allocated 50,000 —
Average impaired loans during the year 49,000 —
Interest income recognized during impairment —

All cash basis —_ -
Loans past due over 90 days still on accrual — —
Non-accrual loans 96,000 —
Total non-performing loans 96,000 _—



FIRST METROPLEX CAPITAL, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 3. Securities

At December 31, 2005 and 2004 securities consisted of the following:

Gross Gross
Amortized  Unrealized Unrealized  Estimated
Cost Gains (Losses)  Fair Value
Federal Reserve Bank Stock $420,000 $ — 3 —  $420,000

Note 4. Related Parties

The Company received certain management services from two individuals who are also officers, directors and
organizers of the Company. During the years ended December 31, 2005 and 2004 those fees totaled $0 and
$189,583, respectively.

The Company received certain accounting services from an accounting firm in which one of its former partners
is also a director and organizer of the Company. During the years ended December 31, 2005 and 2004 those fees
totaled $3,350 and $13,100, respectively.

The Company purchased corporate insurance through an insurance agency in which one of its principals is also
a director and organizer of the Company. During the years ended December 31, 2005 and 2004 those premiums
totaled $31,630 and $36,950, respectively.

The Company purchased employee benefit insurance through an insurance agency in which one of its principals
is also a director and organizer of the Company. During the years ended December 31, 2005 and 2004 those
premiums totaled $125,477 and $29,922, respectively.

Certain Directors and Officers of the Bank have depository accounts with the Bank. None of those deposit
accounts have terms more favorable than those available to any other depositor.

Note 5. Bank Premises and Equipment

The original cost and related accumulated depreciation at December 31, 2005 and 2004 is as follows:

2005 2004
Leasehold improvements $ 505,000 § 504,000
Fumiture and equipment 816,000 698,000
1,321,000 1,202,000
Less accumulated depreciation 221,000 21,000

$1,100,000 $1,181,000




FIRST METROPLEX CAPITAL, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 6. Deposits

Deposits at December 31, 2005 and 2004 are summarized as follows:

2005 2004
Amount Percent Amount Percent
Noninterest bearing demand 8 7,119,000 20  $ 1,739,000 28%
Interest bearing demand (NOW) 1,145,000 3% 758,000 12%
Money market accounts 15,245,000 44%, 1,996,000 32%
Savings accounts 249,000 1% 242,000 4%
Certificates of deposit, less than $100,000 3,090,000 9% 284,000 5%
Certificates of deposit, $100,000 or greater 8,216,000 23% 1,200,000 19%
$ 35,064,000 100% § 6,219,000 100%

At December 31, 2005, the scheduled maturities of certificates of deposit were as follows:

2006 f $ 9,249,000
2007 823,000
2008 53,000
2009 —
2010 , 1,181,000
Total $11,306,000

Note 7. Income Taxes

The provision (benefit) for income taxes consists of the following:

2005 2004
Federal
Current ‘ $ —) § )
Deferred 513,000 444,000
Valuation allowance (513,000)  (444,000)
$ — § —

The effective tax rate on net loss before income taxes differs from the U. S. statutory tax rate as follows for
2005 and 2004:

U. S. statutory rate : (34.0%)
Valuation allowance 34.0%

Effective tax rate 0.0%




FIRST METROPLEX CAPITAL, INC,

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 7. Income Taxes — (continued)

Deferred tax assets (liabilities) at December 31, are comprised of the following:

2005 2004

Deferred tax assets
Deferred costs $ 369,000 § 663,000
Allowance for credit losses 136,000 34,000
Net operating loss carryover 773,000 65,000
Total deferred tax asset 1,278,000 762,000
Deferred tax liabilities
Fixed assets (110,000) (107,000}

1,168,000 655,000
Less valuation allowance for net deferred tax asset (1,168,000) _(655,000)
Net deferred tax asset $ — 3 —

Management has provided a 100% valuation allowance for its net deferred tax asset due to uncertainty of
realization during the carryforward period. The change in the valuation allowance was $513,000 and $444,000 for
the years ended December 31, 2005 and 2004, respectively.

As of December 31, 2003, the Company had net tax operating loss carryforwards of approximately $2,300,000
that will ultimately expire in 2025 if not used.

Note 8. Stock Options

The shareholders of the Company approved the 2005 Stock Incentive Plan at the annual shareholder meeting
held on June 2, 2003. The Plan authorizes the granting of up to 260,000 shares to employees of the Company. The
Plan is designed to provide the Company with the flexibility to grant incentive stock options and non-qualified stock
options to its executive and other officers. The purpose of the plan is to provide increased incentive for key
employees to render services and to exert maximum effort for the success of the Company. The plan has a term of
10 years. The plan is administered by the Board of Directors. As of December 31, 2005 a total of 184,500 options
had been issued with an exercise price of $10.00 per share. The following is a summary of activity in the Company’s
stock option plan for 20035.

Number of Weighted

Shares Average
Underlying Exercise
Options Prices
Outstanding at beginning of the year
Granted 184,500 $ 10.00
Exercised — —
Expired forfeited — —
Outstanding at end of the year 184,500 § 10.00
Exercisable at end of year 36,900 § 10.00
Available for grant at end of year 75,500 $ 10.00

The weighted average remaining contractual life of options outstanding at December 31, 2005 was 9.75 years.
All outstanding options were granted with an exercise price of $10.00.




FIRST METROPLEX CAPITAL, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 8. Stock Options —~ (continued)

The weighted average value per option granted during 2005 was $2.11. The fair value of options granted was
estimated on the date of grant using the Black-Scholes option pricing model with the following weighted average
assumptions dividend yield of 0% expected volatility of 10%, risk-free interest rate of 2% and an expected life of 9
years.

Note 9. Stock Warrants
The Company has two stock warrant plans at December 31, 2005.

Initial shareholders in the Company received warrants to purchase one share of common stock for every five
shares of common stock purchases in the offering. A total of 336,000 warrants were issued. These warrants are
exercisable at a price of $12.50 per share at any time until November 2, 2007. During 2005 150 warrants were
exercised. ‘

The Company’s organizers advanced funds for organizational and other preopening expenses. As consideration
for the advances the organizers received warrants to purchase one share of common stock for every $20 advanced up
to a limit of $100,000. A total of 96,750 warrants were issued. These warrants are exercisable at a price of $10.00
per share at any time until November 2, 2014,

The following is a summary of activity in the Company’s warrant plans:

2005 2004
Number of Weighted Number of Weighted
Shares Average Shares Average
Underlying Exercise Underlying Exercise
Warrants Prices Warrants Prices
Outstanding at beginning of period 432,750 % 11.94 — 3 —
Granted — — 432,750 11.94
Exercised , 150 12.50 — —
Expired or forfeited ‘ — — — —
Outstanding at end of period ‘ 432,600 11.94 432,750 11.94
Exercisable at end of period 432,600 11.94 432,750 11.94

The wetghted average remaining contractual life of warrants outstanding at December 31, 2005 was 3.4 years.

The weighted-average value per share of warrants granted during the year ended December 31, 2004 was $0.41.
The fair value of warrants granted was estimated on the date of grant using the Black-Scholes option pricing model
with the following weighted-average assumptions: dividend yield of 0%; expected volatility of 10%; risk-free
interest rate of 2%; and an expected life of 3 years,

Note 10. Advances from Organizers

The Company’s organizers advanced funds for organizational and other preopening expenses. The advances
were non interest bearing and had no stated maturity. The Company repaid the advances by issuing shares of
common stock at $10 per share. "




FIRST METROPLEX CAPITAL, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 11. Commitments and Contingencies

The Company is a party to financial instruments with off-balance sheet risk in the normal course of business to
meet the financing needs of its customers. These financial instruments include commitments to extend credit and )
standby letters of credit. These instruments involve, to varying degrees, elements of credit risk in excess of the
amount recognized in the accompanying balance sheets. The Company’s exposure to credit loss in the event of
nonperformance by the other party to the financial instruments for commitments to extend credit and standby letters
of credit is represented by the contractual amount of those instruments. The Company uses the same credit policies
in making commitments and conditional obligations as it does for on-balance sheet instruments. At December 31,
2005 and 2004, the Company had commitments to extend credit of approximately $8,207,000 and $2,124,000,
respectively. There were no outstanding letters of credit at December 31, 2005 or 2004.

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any
condition established in the contract. Commitments generally have fixed expiration dates or other termination
clauses and may require payment of a fee. Since many of the commitments may expire without being drawn upon,
the total commitment amounts do not necessarily represent future cash requirements.

Employment Agreements

The Company and the Bank have entered into employment agreements with the three officers of the Bank. The
agreements were for an initial three-year term and are automatically renewable for an additional three years uniess
either party elects not to renew.

The agreements provide for compensation and benefits including the issuance of options to acquire up to
140,000 shares of the Company’s common stock at $10 per share, exercisable within ten years from the date of
grant. At December 31, 2005, these options were issued and outstanding.

The agreements further provide for termination payments in the event of a change in control, as defined.

Operating Leases
Future minimum lease payments for all noncancelable operating leases at December 31, 2005 are as follows:

Year Ending December 31,

2006 $164,124
2007 164,124
2008 164,124
2009 170,957
2010 147,420
Thereafter 484,437

Lease expense for the years ended December 31, 2005 and 2004 was $163,000 and $135,000, respectively.

Note 12. Regulatory Matters

The Company is subject to various regulatory capital requirements administered by the federal banking
agencies. Failure to meet minimum capital requirements can initiate certain mandatory and possibly additional
discretionary actions by regulators that, if undertaken could have a direct material effect on the Company’s financial
statements. Under capital adequacy guidelines and the regulatory framework for prompt corrective action, the
Company must meet specific capital guidelines that involve quantitative measures of the Company’s assets,




FIRST METROPLEX CAPITAL, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 12. Regulatory Matters — (continued)

liabilities and certain off-balance-sheet items as calculated under regulatory accounting practices. The Company’s
capital amounts and classification are also subject to qualitative judgments by the regulators about components, risk
weightings and other factors.

Quantitative measures established by regulations to ensure capital adequacy require the Company to maintain
minimum amounts and ratios (set forth in the table below) of total and Tier I capital (as defined in the regulations) to
risk-weighted assets (as defined), and of Tier I capital (as defined) to average assets (as defined). Management
believes, as of December 31, 2005, that the Bank meets all capital adequacy requirements to which it is subject.

As of December 31, 2005, the most recent notification from the Bank’s regulators categorized the Bank as well
capitalized under the regulatory framework for prompt corrective action. To be categorized as well capitalized, the
Bank must maintain minimum total risk-based, Tier I risk-based, and Tier [ leverage ratios as set forth in the table.
There are no conditions or events since that notification that management believes have changed the institution’s
category.

To Be Well
For Capital Capitalized Under
Adequacy Prompt Corrective
" Actual Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio
(000) (000°s) (000°s)
As of December 31, 2005
Total Capital (to Risk Weighted Assets)
Holding Company
Bank $ 12,584 3993% $2,521 >8.00% §$3,151 >10.00%
Tier I Capital (to Risk Weighted Assets)
Holding Company
Banks $ 12,190 38.68% $1,260 >4.00% $ 1,890 >6.00%
Tier [ Capital (to Average Assets)
Holding Company
Banks $ 12,190 29.60% $1,647 >4.00% §$ 2,059 >5.00%
As of December 31, 2004
Total Capital (to Risk Weighted Assets) ‘
Holding Company $14,555 14798% § 787 >8.00% $ 984 >10.00%
Banks 13,728 150.77% 1,098  >B.00% 910  >10.00%
Tier | Capital (to Risk Weighted Assets)
Holding Company $ 14,555 146.96% § 393 >4.00% $ 590 >6.00%
Banks 13,725  149.68 % 364 >4.00% 546 >6.00%
Tier I Capital (to Average Asscts)
Holding Company $ 14,455 8294% § 669 >4.00% § 836 >5.00%

Banks 13,625 22.94% 657 24.00% 821 >5.00%
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FIRST METROPLEX CAPITAL, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 13, Fair Value of Financial Instruments
The estimated fair value approximates carrying value for financial instruments except those described below:

Loans: The fair value of fixed-rate loans and variable-rate loans which reprice on an infrequent basis is
estimated by discounting future cash flows using the current interest rates at which similar loans with similar terms
would be made to borrowers of similar credit quality. As all loans were made during 2005 and 2004 the carrying
amount approximates fair value.

Deposits: The fair value of deposit liabilities with defined maturities is estimated by discounting future cash
flows using the interest rates currently offered for deposits of similar remaining maturities. Fair value of deposits
approximates carrying amount as the maturities on all deposits are short term in nature and were made at rates
approximating those currently available.

Off-Balance Sheet Instruments: The fair values of these items are not material and are, therefore, not included
on the following schedule.

The estimated fair values of financial instruments at December 31:

2004 2005
Carrying Estimated Carrying Estimated
Value Fair Value Value Fair Value

Financial assets
Cash and cash equivalents $ 12,408,000 $ 12,408,000 $ 20,418,000 $ 20,418,000
Securities — restricted 420,000 420,000 420,000 420,000
Loans, net 6,559,000 6,559,000 25,886,000 25,886,000
Financial liabilities
Noninterest-bearing deposits (1,739,000) (1,739,000) (7,119,000) (7,119,000)
Interest-bearing deposit (4,480,000) (4,480,000} (27,945,000) (27,945,000)
Accrued interest payable (2,000) (2,000) (15,000) (15,000)

Note 14. Preopening Expenses

As explained in Note 1, the Bank was in a development stage from December 23, 2002 to November 1, 2004
and incurred certain preapening costs. The preopening costs consisted of the following:

2004
Regulatory fees $ —
Professional fees 157,000
Consulting fees 293,000
Preoffering consulting fees —
Preopening operation expenses 498.000
$948.,000




FIRST METROPLEX CAPITAL, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 15. Parent Company Condensed Financial Statements

FIRST METROPLEX CAPITAL, INC.
CONDENSED BALANCE SHEET

DECEMBER 31
| 2005 2004
Assets ‘
Cash and due from banks $ 674000 § 96,000
Bank premises and equipment, net 11,000 457,000
Accounts receivable ‘ — 276,000
Other assets }_ 12,191,000 13,626,000
Total Assets l $12,876,000 $14,455,000
Liabilities and Capital .

Capital ‘ 12,876,000 14,455,000
Total Liabilities and Capital $12,876,000 $14,455,000
FIRST METROPLEX CAPITAL, INC.

CONDENSED INCOME STATEMENT
YEARS ENDED DECEMBER 31

‘ 2005 2004

Equity in loss from Bank | $(1,436,000) $ (374,000)
Noninterest expense:

Preopening expenses —_ 948,000
Professional expenses 83,000 —
Other expenses _ 62,000 —
Total ' 145,000 948,000
Net Loss $(1,581,000) $(1,322,600)
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FIRST METROPLEX CAPITAL, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 15. Parent Company Condensed Financial Statements — (continued)

FIRST METROPLEX CAPITAL, INC.
CONDENSED STATEMENT OF CASH FLOWS
YEARS ENDED DECEMBER 31

2005 2004

Cash Flows from Operating Activities:
Net loss $ (1,581,000 § (1,322,000)

Adjustments to reconcile net loss
To net cash used in operating activities

Equity in loss of Bank 1,436,000 374,000
Changes in operating assets and liabilities:

Other assets 276,000 (191,000)
Other liabilities — (14,000)
Net cash provided by (used in) operating activities 131,000 (1,153,000)
Cash Flows from Investing Activities:

Purchases of bank premises and equipment (11,000) (428,000)
Investment in T Bank NA (14,000,000)
Proceeds from sale of fixed assets : 456,000 —
Net cash provided by (used in) investing activities 445,000 (14,428,000}
Cash Flows from Financing Activities:

Sale of common stock 2,000 14,195,000
Offering costs — (403,000)
Advance from organizers — 1,542,000
Net cash provided from financing activities 2,000 15,334,000
Net change in cash and cash equivalents 578,000 (247,000)
Cash and cash equivalents, beginning of year 96,000 343,000
Cash and cash equivalents, end of year $ 674,000 3 96,000

Supplemental Disclosure of Cash Flow Information
Interest paid
Income tax paid

i H

Note 16. Subsequent Events

On February 8, 2006 the Office of the Comptroller of the Currency approved an application by the Bank to
establish trust powers. T Bank proposes to initially offer traditional fiduciary services primarily to clients of Cain
Watters. T Bank and Cain Watters & Associates P.C. and I1I:1 Financial Management Research, L.P. have entered
into an advisory services agreement related to the trust operations.
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